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THE FAR EAST AND THE NEW ORDER 
IN EUROPE 


Lawrence K. RosINGER 


| European changes have accelerated and redirected 
the underlying forces in the Far East, making it important to under- 
stand the interplay of Orient and Occident in the period leading to 
the crisis of August-September 1939. Perhaps the key question is, 
Why did Germany consent to the crippling of the Berlin-Tokyo 
alignment? The answer is to be found in the increasing complexity 
of the post-Munich world situation, the growing inadequacy of 
Japan as an instrument for the furtherance of German policy, and 
the conflict inherent in Germany’s Far Eastern position. 

Beginning with the 1930s Germany developed close economic 
relations with China, involving railway loans of Ch. $86 million in 
1934-1937, an important barter agreement in 1936 for Chinese raw 
materials and German manufactures (including munitions), and 
a general increase in German-Chinese trade as a whole. Cultural 
relations were close, and a Reichswehr military mission (organized 
in 1927-1929) was giving instructions to the Chinese army. At the 
same time, after the National Socialist victory in 1933, German 
diplomacy required ever greater cooperation with Japan, the ex- 
panding power in Asia. This led to the German-Japanese Anti- 
Comintern Pact of November 1936, a pledge for mutual coopera- 
tion against Communism, which was soon revealed as touching the 
interests of many countries besides Soviet Russia. 

With the outbreak of war between China and Japan in the sum- 
mer of 1937, Germany found it increasingly necessary to decide 
whether Japan’s support in world affairs was more valuable than 
the Chinese market. The answer was delayed as long as possible. 
In November 1937 a credit of £2 million was extended to Man- 
chukuo; yet from late October 1937 through January 1938 Germany 
attempted to mediate a peace. In February 1938, after mediation had 
failed, Hitler announced that Germany would recognize Man- 
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Pacific Affairs 
chukuo, but this was not actually done until May. In April the 
significant step was taken of appointing a high Reichswehr officer 
as Ambassador to Japan, but it was not until the end of May that 
the German military mission in China was recalled. In June the 
German Ambassador in China returned home, but German arms 
trickled into China a while longer. Reluctantly Germany was 
making its decision—a decision hastened by the approaching 
Czechoslovakian crisis. 

When the showdown did come in Europe, Japan openly pledged 
its full support to Germany, while the German victory in turn 
strengthened the pro-Axis forces in Japan and led to further build- 
ing of the whole anti-Comintern front. In the months that fol- 
lowed Munich, Poland and Hungary recognized Manchukuo; 
Hungary, Manchukuo and Fascist Spain joined the Anti-Comintern 
Pact; Japan signed agreements for cultural cooperation with Italy 
and Germany; Germany and Manchukuo exchanged envoys; and 
a German-Manchukuo most-favored-nation accord was concluded 
(broadening an agreement for goods and currency exchange of 
September 14, 1938). These developments, however, simply masked 
a situation unsatisfactory to Germany. 

Traders’ complaints of Japanese restrictions in China mounted 
steadily. In its 1938 report, the German Chamber of Commerce at 
Tientsin spoke of “signs that in North China things are develop- 
ing just as in Manchuria,” while early in 1939 the German Cham- 
ber of Commerce at Shanghai charged that Japan was throttling 
Shanghai by cutting it off from the hinterland and that “the efforts 
of the Japanese are designed not to allow this freedom of move- 
ment again or to permit it only after they have themselves secured 
monopolies and key positions.” It is not surprising, therefore, that 
at a banquet given the Japanese Ambassador to Germany in mid- 
February 1939, the Chairman of the Ostasiatische Verein (leading 
organization of Far Eastern traders) suggested the need for a 
German-Japanese “economic pact” rather than a “commercial ac- 
cord”—an “economic pact” involving certain German concessions 
in exchange for “the greater use of German labor for the opening 
up and development of the broad regions whose opening up and 
development is the object of the Japanese Government.” The Japan- 
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The Far East and the New Order in Europe 

ese Ambassador understood this delicate reference to China and, 
in replying, expressed regret that Japan had become involved in 
China through the necessity of destroying Communism, promised 
that despite inconveniences “better times” would come, and then 
admitted in so many words: “Germany . . . in order not to create 
difficulties for its Japanese ally has voluntarily foregone the oppor- 
tunity for certain gains that it could easily have secured for itself. 
Let me say that we highly appreciate this good will and are filled 
with heartfelt gratitude.” 

The grumblings of the China traders would have had little ef- 
fect, had not Germany gradually realized that in the new European 
situation it would need more help from Japan than was involved 
in buttressing the anti-Communist fagade or carrying through 
mosquito operations on the Anglo-French Far Eastern flank. Ger- 
many needed the possibility of real armed aid, for the contingency 
of a two-front war with Great Britain, France and Soviet Russia. 
If Japan could not fight or neutralize the Soviets, then German 
policy toward the U.S.S.R. might have to change. Such a change 
would meet with the approval of the German army, which had a 
low opinion of Japan’s military prowess and had long advocated 
improved Soviet relations. 

The fact was that Japan could not render the desired aid. By 
1939 the war in China was more and more approaching a stalemate, 
with the prospect that, while Japan grew progressively weaker, 
China would build up its political, economic and military strength 
for a future counter-attack. The early stages of Japanese exhaustion 
could already be observed. Production was levelling off in pro- 
ducers’ goods and declining in consumers’ goods and agriculture; 
despite the high dividends of the monopolies and heavy industry, 
the export and medium-sized home market industries had suffered 
considerably; prices had risen, cutting the standard of living; the 
country appeared not far from its maximum financing capacity; 
and gold stocks were dangerously low. In this situation, which was 
marked also by Japan’s failure to secure any significant economic 
returns from the invaded areas of China, Germany urged an end 
to the Far Eastern war. In December 1938 Karl Haushofer, one 
of the most influential supporters of the German-Japanese align- 
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Pacific Affairs 
ment, advised that “a compromise will be unavoidable, but it be. 
comes more difficult from day to day, the more the battle is waged 
against the only forces in China that can guarantee a peacefy 
issue.” In August 1939, a writer in Haushofer’s Zeitschrift fiir 
Geopolitik declared that “as long as the ‘Problem—China’ has not 
been solved, Japan will desire and be able to devote only subsidiary 
energies to other regions.” 

It would be a mistake to think that, at an early date after 
Munich, Germany decided to throw Japan aside. On the contrary, 
Germany attempted to draw Japan ever closer. (On July 28, 1939, 
the two countries provisionally signed a trade agreement.) What 
was happening in the first seven and a half months of 1939 was 
that each of the three leading European powers was working ac- 
tively to develop an alternative strategy in foreign affairs for use 
in the event that its main strategy should appear inadequate to 
meet the coming crisis. Putting the situation in a very simplified 
form: the main strategies were appeasement (Great Britain), the 
Axis (Germany), the Peace Front (U.S.S.R.) and the alternative 
strategies: war, Soviet neutralization, German guarantees against 
attacking the Soviets. The objectives of policy remained the same: 
preservation of the British Empire, protection of the U.S.S.R. terri- 

vrially and advancement of its revolutionary aims. 

In this situation, both for internal and international reasons, Japan 
began to work post-haste for a Far Eastern Munich, hoping to 
solve an impossible military situation through diplomacy. If Britain 
could be induced to withdraw support from the Chinese currency 
or, best of all, if the Burmese and Indochinese supply routes should 
be closed, then breaks might appear in China’s National United 
Front, and the time would be opportune for a new puppet govern- 
ment under Wang Ching-wei. Following this strategy, Japan oc- 
cupied Hainan in February and the Spratly Islands in March, de- 
manded increased powers in the Shanghai International Settlement, 
tried to seize the settlement at Amoy in May, and in June began the 
blockade of the British and French concessions at Tientsin. Mean- 
while, unable to wait for the results, Germany moved along lines 
intended to advance its aims in Europe and accelerate the Far East- 
ern situation itself. 
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The Far East and the New Order in Europe 

In May 1939 Germany concluded a new barter agreement with 
China and an arms delivery accord, thus putting pressure on Japan 
to end the war and to draw closer to Germany (signature of a 
military alliance) and at the same time indicating to the U.S.S.R. 
that Germany was really willing to make concessions to Soviet 
policy. It is significant that the resignation of Foreign Commissar 
Litvinov on May 3 also suggested changes in Soviet strategy. On 
May 11 fighting began on the Outer Mongolian frontier. Japan 
probably hoped thereby to demonstrate its strength to Germany, 
to help Germany and itself by putting pressure on Chamberlain 
against the conclusion of a peace front with the U.S.S.R., to exert 
pressure upon the U.S.S.R. and to impress Chinese puppets and 
wavering elements within the Chinese Government. The Japanese 
landing at Kulangsu (Amoy) on May 12 probably had the same 
general objectives: impressing Britain, Germany and China. 


aia Japan itself a struggle over Axis relations had long been 
going on and the various cultural (and even trade) agree- 
ments were partly attempts to mask this situation through formal 
statements of cooperation, partly attempts of the military-fascist 
group to advance their Axis policy under the cover of compromise 
with the governmental opposition. Yet Japan never took the final 
step of concluding an open alliance, for it was all too apparent that 
economic dependence upon the non-Axis powers (particularly the 
United States and Great Britain) made this inadvisable. As long as 
Japan threatened to join the Axis completely, it had a certain bar- 
gaining point in discussions with the Western powers; the loss of 
this bargaining point might be a very serious matter. 

In its drive against British interests, with the encouragement of 
Germany and Italy, Japan did secure certain gains, notably the 
Arita-Craigie accord of July 24, 1939, under which Britain virtually 
granted Japan belligerent rights in the occupied areas of China. 
The Tientsin drive also had the effect of combining to a certain extent 
the two main conflicting forces in Japanese policy: the tendency 
toward the Axis and the tendency toward ending the China war 
through pressure upon England, to be followed by an agreement. 
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Pacific Affairs 

Yet Japan’s international position was really becoming less favor. 
able, because of the United States and the U.S.S.R. In May, while 
Britain hesitated, American marines landed at Amoy. In June the 
United States declared its interest in the “broader aspects” of the 
Tientsin dispute. On July 26 Japan was given the required six 
months notice for the abrogation of the Japanese-American treaty 
of commerce and navigation of 1911. This opened the possibility of 
American economic measures against Japan at the end of the year, 
Furthermore, Britain followed the American lead, and on August 
19 the parleys with Japan were suspended. 

Japan’s relations with Soviet Russia were even worse. In August 
1938 the Japanese met a serious military defeat at Changkufeng; 
early in 1939 Japan was forced to agree to curtailment of its fishing 
rights in Soviet Far Eastern waters. Trade relations were at low 
tide. In 1937 and 1938 the U.S.S.R. exported no war materials to 
Japan, while general trade was as follows: Soviet exports to Japan 
(rubles) —(1936) 27,679,000, (1937) 11,743,000, (1938, seven months) 
354,000; Soviet imports from Japan—61,968,000, 54,375,000, and 11, 
851,000 respectively. In the Outer Mongolian border fighting, which 
was far more serious than that at Changkufeng, the U.S.S.R. in gen- 
eral had the better of it. Furthermore, in the summer of 1939 Japan 
suffered a diplomatic defeat in connection with its concessions on 
Sakhalin Island. All in all, it was clear that Japan was not capable 
of beating the Russians either in the diplomatic or military field. 
In this connection, it is interesting to consider that, although the 
U.S.S.R. had for some time adopted a firm attitude toward Japan, 
it was able to act with even greater confidence, once it knew how 
weak the Berlin-Tokyo Axis really was. 

The Soviet attitude was, in turn, not lost on the German Govern- 
ment, nor did the German Government fail to notice that Soviet 
relations with China were growing closer. On May 31, 1939, in an 
address to the Supreme Soviet, Foreign Commissar Molotov com- 
bined a prediction of the possibility of better relations with Ger- 
many with a sharp attack on Japanese policy and a promise of 
continued support for China. On June 16, a Soviet-Chinese trade 
treaty was concluded in Moscow, and this was followed by a Soviet 
credit to China of, it was rumored, 750 million gold rubles (be- 
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: The Far East and the New Order in Europe 
tween U.S. $75 million and $150 million, depending upon the value 


assigned the ruble). On August 23, the New York Times corre- 


 spondent reported from Chungking that “Russian help for China 


on a new and more extensive scale has already become increasingly 


' evident in the last few weeks.” He declared that Soviet planes, 
"pilots and mechanics had already reached that city and other air 
- bases and that it was “understood” the Chinese air force would 
soon have 200 or more newly sent Soviet planes as part of the 
credit arrangement. Soviet technical military experts were also ex- 
pected to come. It is significant that the U.S.S.R. took these steps at 
the very time that the trade and non-aggression pacts with Germany 
were being prepared. 


These agreements, announced on August 20 and 21, constituted 
a defeat of the first magnitude for Japan. The use of anti-Com- 
munism as a cloak for expansion suffered a serious setback; the 
plan of a simultaneous two-front war with the U.S.S.R. lay in 


_ ruins. The Japanese Government was apparently unprepared for 


the suddenness of the changes; at least, it does not seem to have 
prepared for them diplomatically. It was, of course, aware of Ger- 
man dissatisfaction with the working of the Tokyo alignment, but 
probably did not realize how flexible Nazi and Soviet tactics could 
be. One may also surmise that the Japanese army officer who was 
Ambassador to Germany was cautious in reporting developments 
that might hinder the creation of a full alliance. 

After watching the situation for a few days, the Hiranuma cabi- 
net resigned and was replaced by a government of minor figures. 
The new Premier, General Abe, himself held the Foreign Ministry, 
thus indicating the general indecision over policy. On August 29, 
in a last press statement, Hiranuma said “the Government has 
abandoned the policy it had been preparing and a new policy based 
on new days must be established.” The following day, Abe prom- 
ised disposal of the China incident, an independent foreign policy, 
and cooperation with friendly nations. 

Japan’s policy toward Germany cooled. The Japanese Ambassador 
protested mildly in Berlin against the Soviet alignment. Yet his 
Government acted very cautiously, desiring for internal and inter- 
national reasons to retain every possible shred of cooperation with 
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Pacific Affair; 
Germany. On August 31, according to a newspaper report, Premie; 
Abe “said it was possible that Germany might continue hostile 
communism and that Japan should not decide immediately to give 
up friendly intercourse with Germany.” Similarly, and_ perhaps 
with greater sincerity, Japan stayed close to Italy. The fact is that 
all cards were being played very carefully, since it was at first not 
clear whether war would break out in Europe and, when it did 
no one could say whether England and France meant to prosecute 
it seriously. It is interesting to note that a Japanese military mission 
under General Terauchi, sent to attend the Nuremberg Nazi Party 
Congress, stopped in Italy and then, instead of returning home as 
was expected, went on to Germany. Since then the mission has 
visited the German forces on both the eastern and western fronts; 
on the former, it was received by Chancellor Hitler. 

One important result of the new situation was the strengthening 
of the Soviet position precisely at the moment when Soviet-Japanese 
relations were at their worst. Beginning with August 20 large 
Soviet reinforcements were sent to the Outer Mongolian front. 
Great anxiety developed in Manchukuo official circles, and bodies 
of troops were sent in from North China and Korea. A Tass agency 
communique of September 1 declared that on the night of August 
28-29 the Japanese-Manchukuoan troops had been expelled from 
Outer Mongolia. Early in September Japanese sources became silent 
about the border fighting, while on September 12 General Yashikiro 
Umezu became the new commander-in-chief of the Kuantung 
Army. In his first press conference he suggested the desirability 
of settling border disputes with the U.S.S.R. and establishing a 
boundary commission. On the same day, on orders of the Kuantung 
Army, all newspaper correspondents (including Japanese) were 
told to leave Hailar (northwestern Manchukuo) within 30 hours. 
Finally, on September 15 a Soviet-Japanese armistice was an- 
nounced: the opposing forces were to hold their existing positions, 
and a border commission of two representatives from each side 
was to be established. It was clear, as the New York Times reported 
from Tokyo, that “the Soviets get a boundary agreement on terms 
they have been asking for the past several years.” 

Japan backed down because it had been defeated in diplomacy 
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The Far East and the New Order in Europe 
and war. Besides, it could not overlook the fact that on August 25 


tile to eleven Soviet warships, four mine layers, three treighters, three 
> give tugs and one dredge reached Vladivostok. On September 1, in pre- 
thaps senting his credentials, the new Soviet Ambassador to China offered 
§ that his Government’s “hearty wishes for the complete victory of the 
_—_ Chinese nation in its struggle for national independence.” He said 
' did also that the U.S.S.R. was convinced that China would be successful, 
=~ referred to the close political cultural and economic relations of the 
_— two countries, and predicted that the recent commercial treaty 
Party would bring closer cooperation. 
1e as 
has 
nts: n tHe other hand, the Soviet-Japanese truce was followed by 
O certain formal improvements in diplomatic relations: the ap- 
ning pointment of a Soviet Ambassador to Japan (there had been none 
nese since June 1938), the release (according to Domei) of eight Japa- 
arge nese fishing boats held at Vladivostok, and (according to a Tokyo 


report) the naming of Soviet consuls for Tsuruga (Japan), Seoul 
(Korea) and Dairen (Manchuria). The truce also led to rumors 
of a Soviet-Japanese non-aggression pact, to be followed by with- 
drawal of Soviet aid from China. It is quite likely that the U.S.S.R. 


om would be willing to sign a non-aggression pact, since it has offered 
lent one to Japan on a number of occasions since 1931. Such a pact in 
iro itself, however, might have serious effects upon Japan in that it 
Ing would destroy what remains of the anti-Communist propaganda, 
ity undermine the ideological basis of the campaign in China, and 
a perhaps cause serious political difficulties at home (reduced prestige 
ng of the army, disillusionment with Government policies). A pact 
re would, however, allow the withdrawal from Manchuria of forces 
rs, taken from North China and Korea, although it is probable that in 
n- any case the Manchurian garrison would be kept at its regular 
15, strength of several hundred thousand men. Even the reduction of 
de forces would not mean much, if Soviet aid to China continued. In 
-d this connection, it is interesting to note a report from Chungking 
as on September 27 that a group of Soviet volunteers (presumably 

military experts) had arrived there recently via Sinkiang and had 
y been sent to various war zones. 
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Pacific Affairs 
Much discussion has taken place concerning the question of Ger. 

man influence over Soviet-Japanese relations. In this connection, 
Premier Abe himself declared on September g that “Herr von 
Ribbentrop says that Germany, Japan and the Soviets should go 
hand in hand.” The German motive is obvious: German-Japanese 
friendship would be preserved, Japan’s early extrication from the 
China war would again make it available as an ally, and Anglo. 
Japanese rapprochement might be prevented, thus keeping Britain 
occupied in the Far East. These might be the results for Germany of 
a Soviet-Japanese non-aggression pact. German pressure is not, how- 
ever, required to explain the border truce, when we consider that 
the August 1939 issue of the Oriental Economist of Tokyo declared 
that the conflict with the U.S.S.R. was a very serious matter and 
urged “the arrangement of a truce,” “the delimitation of the border,” 
and “the creation of a fairly extensive demilitarized zone to eliminate 
all disputes.” In September 1939 the circles holding this point of view 
were more powerful than in August. 

The chief object of Japan’s foreign policy today, more than ever, 

is to end the war in China. This is imperative, if Japan is to avert 
grave future difficulties in China and at home and be able to draw 
economic gains from the European war. The forcing of peace in the 
existing state of Chinese unity would, however, at least require reach- 
ing an agreement with the United States and Great Britain, and this 
in turn would depend upon Japan’s willingness to make “conces- 
sions.” Japan’s recent defeats make “reasonableness” on its part more 
likely, thus increasing the possibility of a Far Eastern Munich. This 
is true of Britain in particular, since it fears Chinese independence 
(there would probably be serious repercussions in India) and the 
increasing power of the United States and the U.S.S.R. in the Orient. 
To a lesser extent there are circles in the United States that wish to 
see Japan limited rather than defeated and would be willing to urge 
a peace settlement on the basis of “financial cooperation of the West- 
ern powers in the development of the vast natural resources of 
China.” (Journal of Commerce, September 1.) 

From Japan’s point of view, America is the key to the new situa- 
tion, since American supplies are now more necessary than ever for 
waging the war and Britain could hardly attempt a settlement with- 
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The Far East and the New Order in Europe 
out American approval or acquiescence. Therefore, in late August 
the Japanese Ambassador in Washington began to explore the possi- 
' bility of arranging for a new trade treaty and creating a rapproche- 
ment. In this connection, it is of the utmost significance that on 
September 23 Admiral Kichisaburo Nomura, who was once naval 
attaché in Washington, became Japanese Foreign Minister. As far 
as Britain and France are concerned, Japan has also modified its 
' policy, by withdrawing troops from the Hongkong border, agreeing 
to a compromise settlement of the Amoy dispute, and assuring 


iny of 
how. Jf Britain that the arming of German merchantmen in Japanese ports 
r that JF would not be permitted. On the other hand, suggestions of rap- 
clared srochement have been accompanied by threats, partly because of the 
rand J undecided state of Japanese policy, partly because of the conflicting 
‘der,” [fF views of policy held by different groups, but perhaps chiefly because 
inate [F threats are viewed as a means of hastening concessions. Following 
view Jf this line, Japan sought to have Britain and France withdraw their 
_ troops from China, resumed the anti-British and anti-French demon- 
ever, fF stration in Peiping, and attacked military measures taken by the 
vert United States in the Pacific. Just what the British and American 
lraw reaction will be is not yet clear. It appears, for example, that an un- 
\ the published American protest considerably toned down the Japanese 
ach- JF demands at Shanghai about September 14, and it is known that 
this shortly thereafter 15 long-range bombing planes and an aircraft car- 
\ces- rier joined American naval vessels assigned to a “neutrality patrol” 
10Fre in Philippine waters. On the other hand, the American, British and 
his Italian defense commanders at Shanghai have agreed to study Jap- 
nee anese proposals for a revision of the International Settlement de- 
the fense plan, while the return of British Ambassador Craigie to Tokyo 
ont, on September 27 produced rumors of renewed Anglo-Japanese 

to discussions. 

rge In connection with the war in China itself, Japan on September 12 
“st. made important changes in the military leadership and for the first 
of time established a unified command. A Japanese offensive has also 
begun southwest of Nanchang in the direction of Changsha, which 
- 1 Since this was written, a UP dispatch of October 9 from London (i.e. passed by 
or the censors) has reported French advice to China to conclude peace on the best avail- 
h. able terms. London Chinese are also reported as admitting that British support of the 


Chinese currency has practically stopped. 
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Pacific Affair; 
connects the Chinese capital at Chungking with the central ani 
southern fronts.” In addition, plans have gone forward for the estab. 
lishment of Wang Ching-wei’s puppet government. One repor 
suggests that Japan will give Wang nominal control over his ter:;. 
tory, sign peace with him, declare the war at an end except for 
operations against “bandits,” and then seek recognition from the 
Western powers. This would give the war the formal aspect of ; 
civil conflict rather than an invasion and, if skillfully combined 
with agreements with the United States and Britain, might under. 
mine the Chinese Central Government. On the other hand, one need 
not doubt that if Japan could secure a peace satisfactory to itself by 
abandoning Wang and dealing with Chiang Kai-shek, it would do so, 

Most of the actions of the Chinese Government, however, indicate 
continued determination to resist. It appears that the results of Soviet 
foreign policy have not been considered unfavorable to the Chinese 
cause. For example, a Chungking dispatch of September 19 to the 
New York Times reported that the leading newspaper, the Ta Kunz 
Pao, in an editorial “representative of the prevailing opinion in 
Government circles” had declared that Russia would not allow 
Japan to conquer China and that Poland deserved its fate. In mid- 
September the Supreme National Defense Council met in the cap- 
ital, to formulate war plans and prepare for a possible Japanese 
offensive. On September 21, General Li Tsung-jen, who attended, 
said: “We will not conclude peace with Japan, no matter what 
happens—not even if all foreign help to China is cut off.” 

At about the same time, the People’s Political Council (an official 
advisory body) met in Chungking and recommended: further de- 
velopment of mass mobilization; protection of freedom of speech, 
press and assembly; political and economic development of Ssuchuaa 
and Sinkiang as bases of resistance; convocation of a National 
Assembly for the establishment of a constitutional government; and 
the maintenance of good relations with the United States, Great 
Britain, France and the U.S.S.R. It was reported that at the last 
session of this Council Chiang Kai-shek declared: “China will con- 
tinue the armed struggle against Japanese aggression until final 

2 Early in October, this offensive resulted in a severe Japanese defeat, indicating 
most sharply Japan's military weakness in China. 
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The Far East and the New Order in Europe 

victory... . The aim of the war of liberation is the restoration of 
the territorial and administrative integrity of China... . We shall 
fight against Japan’s plans to conquer China and also against the 
aggressor’s utilization of the international situation and his plans to 
put pressure on foreign powers.” Similarly, in an interview on Sep- 
tember 1, the Chinese Communist leader, Mao Tse-tung, called for 
an end to internal discord, improvement of relations with the 
US.S.R. and the United States, and continuance of “the emancipa- 
tion war under the slogan, ‘For the support of Generalissimo Chiang 
Kai-shek, for support of the National Government.’ ” 

In contrast to this, it is well known that there are elements in 
China that secretly desire capitulation or that, because of the fear 
of mass mobilization and of accepting increased Soviet support (since 
British and French supplies will probably not be available), would 
like to see the end of resistance on some compromise basis. It is 
very difficult to tell at this moment just how recent statements of 
the Chinese Foreign Minister, Wang Chung-hui, fit into the picture. 
On September 27, though declaring that China would fight to “final 
victory,” he invited American mediation on the basis of the Nine- 
Power Treaty, suggested that in view of its isolation and difficult 
economic position Japan stop the war and thus secure the oppor- 
tunity of profiting from the European conflict, and said China would 
favor economic cooperation with Japan if given equal treatment by 
the latter. The reaction of the American State Department was re- 
ported as “cool,” while a Japanese embassy spokesman in Shanghai 
declared that Japan would not accept mediation. 

It is still too early to estimate the significance of these and other 
recent developments, to decide which actions are maneuvers and 
which represent fundamental policy, or to foretell with any confi- 
dence which of the many tendencies will become dominant. A basis 
for the understanding of future developments has, however, been 
given. In view of the thorough censorship to which foreign news is 
subjected at the present time and the sharp diplomatic changes that 
occur every week, it is not possible to go beyond this at the moment. 

New York, October 1, 1939 


« 369 > 


| 
uan 
and | 
reat 
last 
on- 
nal 
ting 4 


JAPAN WITHOUT GERMANy 
T. A. Bissoy 


DPisii the past few months a strangely ominous cloud 
(that is, by contrast to last summer) has risen over the Far Eastern 
horizon: the “moderation” comported into Japan’s foreign policy by 
the new Cabinet under General Nobuyuki Abe. Reasons for this 
sleight-of-hand change of front have never been openly and candidly 
avowed and discussed over the wireless telephone exchanges from 
Tokyo; they have their embarrassing aspects. In dark corners it has 
been secretly whispered that reasons do exist, and that they are to 
be ultimately located in two successive shocks: minor, from Wash- 
ington (denunciation of a trade treaty) ; major, from Moscow (sign- 
ing of a non-aggression pact). Be that as it may, the fact of the 
change itself cannot be disputed, and since September last it has 
affected the diplomacy of all the interested Far Eastern powers, 
Within this brief time it has become a factor of prime significance 
in the development of events in eastern Asia. Assessment of its 
objectives and possible effects is the more necessary because of the 
connotations of “moderation” as applied to Japan’s foreign policy. 
Historically, the term harks back to the period symbolized by the 
name of Baron Shidehara when Japan was pursuing a policy of 
international cooperation, not excluding its relations with China. 
Today it wears quite a different aspect. It suggests that an oppor- 
tunity has opened up for the various powers to compose their current 
differences with Japan, and thus contribute to inauguration of a 
more peaceful era in the Far East. 

The truce to Soviet-Japanese hostilities on Manchukuo’s western 
border effected in mid-September was the first conspicuous result of 
Japan’s newly adopted policy. In this case, it was simply a matter of 
calling off a serious misadventure by the Japanese army, the out- 
come of which already constituted a minor military disaster. Tokyo 
realized that the Soviet Union would not give up its help to China 
—nor alter a policy under which it had virtually stopped trading 
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Japan Without Germany 

with Japan.’ Further efforts to arrive at a settlement of various 
Soviet-Japanese differences still outstanding were not excluded, but 
in such negotiations the Soviet Union’s increased strength in the 
Far East would enable it to dictate terms. Rash predictions of a 
comprehensive “deal” that would work to China’s disadvantage, 
made at the time the truce was concluded, have already been falsi- 
fied by events. The adjustments which Japan has been forced to 
make in its relations with the Soviet Union are signs of weakness, 
not of strength. And China’s position is thereby made more, not 
less, secure. 

At Washington, however, Japan is playing for much larger stakes, 
and with greater apparent hope of success. When its trade treaty 
with the United States expires on January 26, Japan fears to lose 
the support of its economic partner in the war to destroy China’s 
independence. The European conflict, which further restricts sources 
of supply for war materials, has not served to lessen Tokyo's deep 
anxiety on this score. More than ever it knows that unless the 
United States continues its economic backing of the Japanese armies 
in China, those armies will be defeated. The stakes are not only 
larger at Washington than at Moscow but would seem relatively 
easier to win, especially if Japan’s diplomats can somehow create 
a willingness to accept at face value the idea of a change of heart. 
The force of inertia is on the side of Japan in its approaches to 
Washington. It seeks no positive act from the United States, but a 
continuance of the existing situation. It aims merely to see that 
embargoes on American trade with Japan are not imposed when 
the commercial treaty expires. It knows that many voices will be 
raised in the United States to support this aim, even though public 
opinion may be preponderantly on the other side. To achieve any- 
thing more than this—let us say, the negotiation of a new trade 
treaty to replace the old—Japan would have to demonstrate a real 
change of policy toward China and toward the interests of third 


powers in China. 


1 First 7 months of 1939: Japan's exports to the U.S.S.R. = ¥237,591; Japan's 
imports from U.S.S.R. = ¥569,343. In this same period: Japan’s exports to the 
U.S.A. = ¥261,187,418; Japan’s imports from U.S.A. = 590,403,588. Official 
Japanese figures as given by the Finance Department's monthly returns of foreign 
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Pacific Affairs 

And here, of course, is the crux of the new-found “moderation” 
of Japan’s foreign policy. In application, it carefully ignores a phase 
of Japanese foreign policy that is all-important. Otherwise, if terms 
are to be defined with any degree of strictness, one would have to 
regard China as falling within the sphere of Japan’s domestic policy 
—an assumption, incidentally, which is thoroughly consonant with 
the concept of the “New Order” in East Asia. For the moment, 
let it be admitted that Japan—for good and sufficient reasons—is 
displaying a more conciliatory attitude toward the Soviet Union 
and the United States. But what of China? The Japanese Cabinet, 
with Premier Abe as its spokesman, insists that the subjugation 
of China remains its foremost objective. New offensives have been 
launched against interior centers of China. Unrestricted bombings 
of China’s helpless civilian population are still occurring. Efforts 
to establish Wang Ching-wei as the head of a new Chinese Goy- 
ernment dominated from Tokyo are being pushed forward. Drastic 
infringements on equal commercial opportunity for nationals of 
third powers in China continue. In all these respects, the obligations 
and covenants of the Nine-Power Treaty are being disregarded. In 
these respects, also, the interests of the United States, the Soviet 


Union, and other Western powers are being overridden, even while 
Japan’s diplomats make their “conciliatory” approaches. 


LEARLY, under such circumstances, “moderation” stops short of 

full and final effectiveness. What, then, must be said for the 
policy being pursued by the new Japanese Cabinet? Moderation, 
under closer scrutiny, turns out to be merely a pleasant name for 
a tactical diplomatic maneuver. Concessions, in the name of secur- 
ing a peace that is not peace, are asked for in order that advantage 
may be taken of a moderation that is non-existent. For modera- 
tion, in order to have substance, must mean the restoration of China's 
right to order its own destinies and to pursue the normal occupa- 
tions of life undisturbed by invading army or raiding airplane. 
When these terms are met, every effort must be made to guarantee 
for the Japanese people a full measure of opportunity to satisfy 
their legitimate economic needs. At that time all Western powers, 
including the United States, must be prepared to make concessions 
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Japan Without Germany 
to Japan sufficiently extensive to establish its economic security on 
solid foundations. 

That time has not yet come. For the present, Japan has resorted 
to a tactical maneuver in a struggle of far-reaching proportions that 
still continues. The immediate object is to neutralize the opposition 
of the United States and the Soviet Union, both of which are able 
to bring much greater pressure to bear on Japan as the result of 
recent events. In one respect alone Japan sees the possibility of a 
positive advance. With Britain and France engaged on the European 
battlefront, the way has apparently opened up for an even stronger 
effort to clear out Anglo-French interests in China and thus to 
relieve Japan's current difficulties. The first moves in this direction, 
involving demands for a “revision” of the foreign defense sectors 
in the Shanghai Settlement and for withdrawal of British and 
French troops from China to preserve “neutrality” in the Far East, 
were made in September. It may be taken for granted that Japan 
will not only continue this line of action, but will intensify it to 
the degree that Britain and France become hard pressed on the 
European front. 

In order to assess the prospects for Japan’s success in such an 
endeavor, it is necessary to review briefly the events of last summer. 
For this purpose, the period from May to August should be con- 
sidered as one sharply defined phase of the Sino-Japanese conflict. 
By May 1939 the Japanese army was faced with the realization that 
the military campaign in China had definitely bogged down. In 
April China’s armies had decisively repulsed two Japanese offensives, 
one directed against Changsha and the other into the Han River 
valley northwest of Hankow—this latter designed to split off the 
northern Chinese from Chungking and the central front. Large 
troop reinforcements and heavy additional expenditure would have 
been required to renew the offensives. At the time, the Japanese 
high command decided not to incur these liabilities. Yet something 
had to be done. The second year of the war was drawing to its 
close, and awkward questions were beginning to be raised in Japan. 

Another basic factor entered into the situation at this time. 
Within Japan a severe political struggle, centering on the issue of 
transforming the loose ties of the anti-Comintern pact into an out- 
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Pacific Affairs 
right military alliance, was taking place. In May the conservatives 
within the Hiranuma Cabinet succeeded in forcing a negative 
decision on this issue against the opposition of the army extremists, 
The latter were unwilling to accept the decision, and resorted to 
their usual tactics. It is significant that Soviet-Japanese hostilities 
on the Outer Mongolian-Manchukuo frontier began in May. During 
the same month, also, demands were raised against the Shanghai 
Settlement, and Japanese marines were landed on Kulangsu (Amoy). 
There was a certain tentativeness, however, about this preliminary 
skirmish against the Western powers. The fact that marines, and 
not soldiers, were landed at Kulangsu, and that the Foreign Office 
sent the formal notes regarding Shanghai, indicated that the army 
extremists were not the direct sponsors of the actions taken. The 
results, moreover, were highly unsatisfactory. Both at Kulangsu 
and Shanghai, the United States was directly involved—and took 
a firm stand in cooperation with France and Britain. On May 18 
and 19 American and British notes, firmly rejecting the demands 
affecting Shanghai, were delivered at Tokyo. The whole diplomatic 
campaign was brought to a temporary standstill. 

At this point the army extremists stepped into the fray, and 
rapidly transformed the polite bickering of May into a bitter and 
determined struggle. They recognized the cardinal error of attack- 
ing the Western powers on a front which directly engaged the 
United States. In mid-June they instituted a blockade of the Tientsin 
Concessions, where it was possible to single out Great Britain for 
special attack. They were aiming at two broad objectives. By con- 
tinuing the hostilities against the U.S.S.R. on Manchukuo’s borders, 
and adding to it a bitter struggle with Great Britain, they were 
creating a situation in which a closer alliance with Germany was 
an obvious necessity. And, secondly, by driving Britain into a corner, 
at a moment when the German threat was the major British concern, 
they hoped to win important concessions in China. Policing issues 
affecting foreign-administered centers in China were of tertiary 
importance in this game. Economic issues, involving currency and 
silver, were of secondary significance. The prime objective was far 
more ambitious. It involved enlisting British support in coercing 
China to give up its resistance and come to terms with Japan. The 
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Japan Without Germany 
Japanese army leaders dreamed of a Far Eastern Munich. Their 
greatest problem—winning the war in China—would thus be solved. 

The stakes were high, and the play was desperate—as the reckless 
“incidents” at the barricades of the Tientsin Concession testified. 
These were, indeed, new tactics in international diplomacy—not even 
Nazi Germany had gone to such lengths. At one point, in mid- 
summer, it appeared that success lay within Japan’s grasp. The 
United States Senate had balked at neutrality revision, and Con- 
gressional proposals for an embargo on Japan were laid aside. The 
Craigie-Arita “formula” was announced at Tokyo on July 24. But 
then the tide began to turn. On July 26 Secretary Hull served 
notice of termination of the Japanese-American commercial treaty.” 
In the negotiations at Tokyo, conducted under the Craigie-Arita 
formula, Great Britain made certain concessions affecting police 
issues at Tientsin. When economic issues were raised, however, 
Britain took time out for consultations at Washington and Paris. 
On August 18 Ambassador Craigie informed Tokyo that, in further 
discussions of such issues, arrangements would have to be made 
to take into account the views of “other interested powers.” The 
next moves against Britain were being prepared by the Japanese 
army at Shanghai and Hongkong, when announcement of the 
Soviet-German non-aggression pact smashed the whole game. The 
pressure on Great Britain immediately lifted, China breathed easier, 
the prospects of a German-Japanese alliance collapsed, conciliatory 
Japanese overtures were made at Washington, and a truce to Soviet- 
Japanese hostilities was rapidly concluded. Seldom, if ever, has a 
course of international policy, such as that pursued by Japan’s army 
extremists last summer, been so effectively disrupted and so speedily 
laid on the shelf. 

And Japan’s current policy, returning to the original question re- 
garding the outlook for the Anglo-French positions in China, must 
be adjusted to meet the disabilities accruing from the fiasco that 
occurred at the end of August. These disabilities are very heavy, 
and are not likely to change materially for the better in the near 
future. Secretary Hull’s denunciation of the trade treaty with 


2 Early in August, it should also be noted, the Soviet Union advanced a $140 
million credit to China. 
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Pacific Affairs 
Japan, which might otherwise have been postponed, may be termed 
one of the by-products of Japan’s unrestrained actions at Tientsin, 
It was a step taken in the interests of the United States. At the time 
it was adopted, however, it represented a clear warning to Japan 
that the United States was not unconcerned with the attack being 
made on Great Britain. The later consultations regarding Japan's 
economic demands on Britain during the Tokyo negotiations also 
indicated Anglo-American cooperation. There is no reason to believe 
that this cooperation will not continue to exist. Today, with the 
enhanced Japanese dependence on the American market as a result 
of the war in Europe, Japan would be foolhardy to a degree if it 
pressed action that would encourage application of a Congressional 
trade embargo after the treaty expires. Yet any serious pressure on 
Britain at Shanghai or elsewhere in China will undoubtedly have 
just this effect. The fact is that French, British and American inter- 
ests in China stand or fall together. By the same token, it would 
not be easy for Britain to strike a separate bargain with Japan over 
the China question—for London, too, must now look upon main- 
tenance of free access to the American market as a cardinal neces- 
sity. Even were the present “moderate” Japanese Cabinet prepared 
to extend generous terms to Britain for a comprehensive Far Eastern 
“deal,” that would offer up China as a sacrifice, the chances are that 
London would think twice before taking a step that would con- 
ceivably arouse the antagonism of the United States. 


pen reflections are not intended to discount any and all pos- 
sibility of further Japanese pressure against the positions of the 
Western democracies in the Far East.* They are intended to suggest 
that the new Japanese Cabinet, less dominated by extremist ele- 
ments, will probably be more disposed to feel its way ahead rather 
carefully. The example of the results of an arrogantly reckless policy 
is too fresh to be cavalierly ignored. Yet the incentives toward such 


8 On the other hand, once having cast the die in Europe, Britain and France are 
perhaps less subject to blackmail than during the height of the “appeasement” era 
when they were surrendering position after position without a struggle. Given the 
least degree of encouragement on the European front, they may well be more in- 
clined to stand up to Japan in the Far East. The military resources of the Dominions 
and India are now more readily deployable in the Far East than before the European 
conflict broke out. 
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Japan Without Germany 

action undoubtedly remain. It will be difficult to refrain from 
taking advantage of French and British weakness in the Far East 
during the European war. The worst alternative of all for Japan 
is to be thrown back on the necessity of crushing Chinese resistance 
by its own unaided military efforts. As previously noted, this alter- 
native was deliberately sidestepped last May, when the effort to 
defeat China by a flank attack on the Western powers was in- 
augurated. New military offenses in China require the use of 
great numbers of troops, and further sap Japan’s economic strength. 
Such a military effort would throttle any possibility of diverting 
men, materials and capital to the production of export commodities, 
in order to cash in on the hoped-for war trade boom. If the offen- 
sives merely gain more territory, but fail to bring an end to Chinese 
resistance, Japan’s current dilemma still persists and is rendered even 
more acute. All these factors dictate a continued effort to seek a 
way out by eliminating all vestiges of Western influence in China, 
or by arranging a “deal” that will assist Japan toward overcoming 
Chinese resistance. 

As already indicated, the position of the United States in this new 
situation will be more crucial than ever. The issue of American 
trade relations with Japan cannot be downed. Failure to act is 
equivalent to the most decisive action. It means that the United 
States continues to render economic assistance to Japan which is 
of the utmost significance.* Nor can the American people allow 
themselves to be hoodwinked into an acceptance of “moderate” 
proposals of a “peace” offer. Peace in the Far East is not to be 
achieved by closing one’s eyes to an unpleasant situation, still less 
by compounding a felony. The simple truth is that there can be no 
peace in the Far East so long as Japan insists on reducing China 
to a helot state. Along that path lies continued strife, unsettlement, 
and disorder in East Asia—ultimately involving the United States. 
If peace be the aim, it must be founded on the bedrock of a free 


* The issue in the Far East must not be confused with that in Europe. Conditions 
affecting the vital interests of the United States are wholly different in the two 
regions. Normally, the different policies necessarily applicable could be handled by 
Executive action, which would automatically make the differing adjustments re- 
quired. If Congressional statute must be employed, then there is every reason to 
apply two different statutes to the two radically different problems. 
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Pacific Affair; 
and independent China. In its sponsorship of the Nine-Power 
Treaty, the United States has long since recognized this fact as one 
of the guiding principles of its policy in the Far East. The Chinese 
people are fighting for their own independence, but also for the best 
interests of all the democratic, non-aggressor nations. China does 
not ask for military assistance. It merely asks that these nations, 
among which the United States now holds a position of decisive 
power, cease being the armory of its assailant. The time for an 
answer is long overdue. 


New York, September 1939 
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THE INTERNATIONAL POSITION 
OF NETHERLANDS INDIA 


G. H. Bousquret 


be ANY consideration of the foreign policy of Netherlands 
India, the first thought which comes to mind is that the Sino-Japa- 
nese conflict, a manifestation of Japanese imperialism, threatens both 
Holland and its colonial empire. At present there is no other ques- 


tion of foreign policy to disturb Holland. Its relations with England, 


France and the United States are satisfactory, and their respective 
possessions offer no problem. Nor does the United States, which is 
considering retirement from the Philippines, plan to extend its in- 
fluence beyond these islands. There is nothing worthy of note in the 
relations between Netherlands India and Indochina, save the inaugu- 
ration in September 1938 of a Dutch air service between Batavia and 
Saigon. Some months earlier the same company instituted a service 
to Australia as well. Relations with Siam are of minor importance 
and call for no particular comment: the residency in Batavia of one 
branch of the former king’s family is of no political significance." 
Besides the Japanese, the only threat to the Dutch colonies might be 
a German seizure of these rich lands. It could be realized only as 
the result of a victory enabling Germany to dictate to the world. 
This is not a specifically Indonesian problem. 

Thus it follows that the only Indonesian problem of Dutch foreign 
policy lies in the consequences which the Sino-Japanese conflict may 
have for the Indies. A priori one might suppose that, from the 
Dutch point of view, the problem is of this nature. Japan is a young, 
formidable and well-armed power which has never concealed its 
vast ambitions: all of Asia, including Netherlands India, must be 
enslaved by Japan. Accordingly, a victory by China is desirable, for 
it will leave this formidable adversary exhausted and long incapable 
of resuming its imperialist policy of expansion. 


1 There is even less reason to speak of relations with Portugal, which owns one- 
half of the island of Timor. 
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Pacific Affair; 
Actually, the attitude of the Netherlands, or rather of government 
circles in the Indies, is far less definite than this brief survey would 
lead one to suppose. The point of view just outlined is not inaccurate. 
but it is incomplete; there is another extremely important factor 
which must be taken into account. Although a Japanese victory 
would mean the future aggravation of foreign threats against the 
Indies, a Chinese victory would, on the other hand, aggravate , 
danger which would threaten the Dutch colonies from within. More. 
over, Japan’s victory would oblige it to “digest” its conquests over 
a fairly long period of time during which many changes might 
occur. It is impossible, therefore, to summarize in a brief sentence 
the Dutch attitude toward the Sino-Japanese struggle; and for the 
same reason it is necessary to examine the problem at greater length, 
secking first its immediate and then its probable consequences. 


Ww REGARD to the economic aspects of the problem, there is 
little to say about Netherlands Indian commercial relations 
with China. Exports to China are not negligible: in 1930 they reached 
44 million guilders (plus 51 millions shipped to Hongkong) out of a 
total export of 1,160 millions. In 1936 these figures were respectively 
9.7, 12.8, and 539 millions. Imports in 1930 were 18.2 millions from 
China and 10.2 millions from Hongkong out of a total of 888 
millions; in 1936 they were 5.6, 4.6 and 287 millions respectively. 
Current statistics would show an appreciable decline in each of these 
figures. 

As for Japan, the big question in late years, thanks to the liberal 
Dutch open-door policy, has been the invasion of the Indonesian 
market by Japanese products. Thus in 1930, Indian imports from the 
Netherlands rose to 163 millions, while those from Japan reached 
92 millions. Imports from the mother country then suffered a steep 
drop, with a low of 36.4 millions in 1935; whereas Japanese imports 
remained almost at their former level, that is 81.2 out of a total of 
276.5 millions, so that they represented about 30 per cent of all 
imports. 

At the same time the trade balance with Japan was most unfavor- 
able to the Netherlands Indies. In 1930 exports totalled about 50 per 
cent of imports (46.2 millions against 92); in 1935, about 30 per cent 
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The International Position of Netherlands India 

(24 millions against 81.2). After various negotiations the Dutch 
Government decided to institute the quota system in an attempt to 
secure more advantageous treatment of its own products. In 1936 
exports to Japan totalled 30.3 millions; in 1937, 42.2 millions; in the 
first half of 1938, 11.8 millions. The influence of the war is apparent 
in the last figure. Imports from Japan were respectively 75.2, 124.4 
and 30.4 millions. In this case the war was responsible for a 50 per 
cent decline in imports. Imports from the Netherlands were 47, 93.8 
and 51.7 millions. 

For 1938 the Netherlands’ share apparently should be almost double 
the Japanese, whereas in 1935 it was less than half. Thus, for the 
time being, Holland is freed of the anxiety which Japanese imports 
were causing, though this alleviation is due mainly to the war in 
China. It will be seen that, relatively speaking, the balance is still 
unfavorable: Japan continues to buy only about one-third of what 
she sells (11.8 millions against 30.4). 


Ww" 1s this danger from within which would threaten Dutch 
rule in the event of an overwhelming Chinese victory? It is 
the existence in the Indonesian Archipelago of a Chinese colony 
which, demographically and economically, is extremely important. 
In the census of 1930, out of a total of 61 million inhabitants in 
Netherlands India there were 1.2 million Chinese, half of them in 
Java* and the rest in the outer provinces. Of these, 730,000 had been 
born in the Indies; the others, for the most part men, were immi- 
grants. Certain Chinese families have lived in the Indies for cen- 
turies and are of very mixed blood. Many speak only Malay. The 
Chinese, however, do not mix with the natives; they live quite apart 
from the rest of the population, and the sentimental bonds which 
bind them to China are still strong. From the economic aspect the 
importance of the Chinese is considerable. They are on the average 
far richer than the miserable native and may be described as 
middle-class, if this word is understood in a very relative sense. The 
following figures afford some idea of the situation. In 1935, out of 


It is worthy of note that more than two-thirds of the Indonesian population lives 
on this overcrowded island, which occupies only 48,000 square miles out of a total 
Netherlands Indian area of 684,000 square miles. 
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Pacific Affairs 
240,000 Europeans (of whom at least three-fourths were really 
Eurasians), 64,000 paid an income tax. For the Chinese the figures 
were 36,000 tax-payers out of 1,200,000; for the natives, 28,500 out 
of 59,130,000. The Chinese are chiefly small tradesmen, manu. 
facturers or money-lenders. They are widely represented in the 
professions, but there is a Chinese laboring class as well. 

Legally, with the exception of penal treatment, Chinese are grouped 

with Europeans, although they: were until very recently subjected 
to all sorts of restrictions. A much more important point is that 
China does not recognize the Dutch citizenship which a great many 
Chinese hold by virtue of the principle of jus soli which the Nether. 
lands enforce. A Chinese, it would seem, never loses his nationality, 
and his descendants retain it as well. Of course the authorities reject 
the demands of the Chinese consulate for a hand in matters con- 
cerning Dutch subjects, but China maintains its own legal point of 
view. In 1936 the Koloniale Studien published a special number 
dealing with the Chinese in the Netherlands Indies, with a foreword 
in English by the Chinese consul-general. The latter wrote: “We 
have over a million Chinese in the Netherlands Indies, and they 
form an integral part of the economic life of this country.” From the 
first word of his sentence it can be seen that this official considered 
the Chinese to belong to China and to form an integral part only 
of the economic life of the Indies. 

There are, on the other hand, only a few thousand Japanese in 
the Indies, and these rarely emigrate. They maintain a few tropical 
farming enterprises, and there are some Japanese fishermen in the 
Minahasa district of Celebes. In the towns there are a few photog- 
raphers, but generally the Japanese are hair-dressers and the like. 
A few others have made an attempt at colonization in New Guinea, 
but their numerical importance is insignificant and their economic 
role very slight. 

Thus it is understandable that the authorities are fearful of the 
disastrous consequences which, in the long run, a clear-cut Chinese 
victory in the present war would have for Netherlands India. In 
their eyes, Chinese imperialism is quite as dangerous as Japanese. 
The powerful Chinese colony in the Indies would constitute the 
formidable vanguard of an economically and militarily formidable 
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the International Position of Netherlands India 
China; and against its political influence within the country, Singa- 
re and the British Navy would be of no avail. The attitude of 
the Chinese in the Indies is clear: they form an entity and unre- 
servedly support their “native” country, even when, as most often 
is the case, they are no longer familiar with the Chinese language 
and have lived in the Indies for many generations. It should be 
noted in this connection that for a long time, until well into the 
twentieth century, the Dutch Government systematically refused 
to teach Dutch to its subjects, whether Chinese or native, so that 
the former established Anglo-Chinese schools in which Dutch is 
not taught. Although the great majority of Chinese speak only 
native dialects, they do not have much in common with the In- 
donesians intellectually. And since, moreover, the Dutch have 
systematically avoided spreading European culture among their 
subjects, the Chinese upper classes quite naturally turn to China. 
If pan-Sinism should appear in the near future, the Dutch will 
have an opportunity to appraise the consequences of a policy 
which has been ungenerous in this respect; the most enlightened 
among the Dutch already realize the possible consequences, but not 
the real causes. 

Be this as it may, the Chinese are united in their sympathy for 
China. It is true that this sympathy does not manifest itself in the 
form of voluntary mass enlistments in the Chinese army. The 
Chinese are not warlike, and many people in the Indies say that 
since there is no lack of manpower in a country with hundreds of 
millions of inhabitants, the support offered by foreign enlistment 
would be insignificant. In fact, in the summer of 1938 the number 
of volunteers who left for China was estimated at less than 300, 
among whom there were no real soldiers but rather technicians, 
chauffeurs, trained nurses and the like. In addition, a certain num- 
ber of students left to attend the anti-Japanese Universities which 
are more or less under the influence of Moscow.® Sympathy with 
China is manifested especially in the collection of funds for the 
support of the Chinese cause. These are often public, and many 
“8 The Dutch Government is, I believe, worried by the existence of this communist 


clement and especially by the prospect of its eventual return to the Indies. It is 
contemplating the adoption of whatever measures are necessary to protect its subjects 


from influences which it deems unhealthy. 
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Pacific Affairs 
people regularly contribute a part of their monthly income to agents 
who collect the funds and turn them over to the Chinese consular 
authorities. I do not know if all of the contributions actually reach 
the Chinese Government, but the effort is certainly not to be dis. 
missed lightly. The same practice obtains in Singapore, where | 
heard local businessmen complaining that although the Chinese 
there are numerous, industrious and wealthy, they are buying al. 
most nothing these days but are instead sending their available funds 
to China. This is the most tangible assistance contributed to China 
by expatriate Chinese.‘ 


i CONSIDERING the attitude of the natives toward the war, we are 

dealing, of course, with only that very small fraction of the peo- 
ple with some understanding of current events, and more particu- 
larly with the upper level of native society, that is, the few, at most 
some hundreds of thousands, who are capable of forming an opinion. 
At the present time it is possible to distinguish two currents among 
the ranks of Indonesian nationalists in Netherlands India. On the 
one hand, there are the true nationalists who have long enjoyed 
communist support. Today communism is officially prohibited; 
communist-inspired movements are vigorously ferreted out by the 
Dutch. On the other hand, there are numerous groups with neo- 
Islamic tendencies which are concerned mainly with religious edu- 
cation and do not publicly engage in politics. Of these the reformist 
Mohammadiyya is the most powerful. The Mohammadiyya is on 
excellent terms with the Government, but I am by no means con- 
vinced that the official favor it enjoys is wholly justified by its 
policy. There is no doubt that, while abstaining from all anti-Dutch 
activity, its members have the same goal as the nationalists; namely, 
the expulsion of the foreigner. 

I have not heard of any attempt by the Chinese Government to 
win over native public opinion. Japan, on the other hand, although 
it seems to have done nothing openly to gain the favor of Indo- 
nesian nationalism, has endeavored to win the good will of all Islam 


*T1 shall not discuss the attitude of the Japanese in Netherlands India, for they are 
too few in number and in any case not much talked about. There is no record of 
trouble between the Japanese and Chinese elements of the community. 
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The International Position of Netherlands India 

in general and of Indonesian Islam in particular. So far its efforts 
have borne no apparent fruit, for the Moslems of Netherlands India 
have been very cautious. The Japanese Government issued numerous 
invitations to the inauguration of the Tokyo mosque on May 12, 
1938, but the Mohammadiyya refused to participate on the pretext 
that the date was inconvenient. Out of fifty-odd million Moslems, 
only one finally attended; he was a Sumatran member of the 
Sarikat Islam and quite without authority or influence. The Japa- 
nese also try to attract Indonesian students to their universities. 
There are about 25 such students in Japan, but the Dutch authori- 
ties do not appear unduly disturbed thereby. Since on their arrival 
in Japan the students are utterly ignorant of the language and must 
devote several years to learning it before beginning their real studies, 
they do not appear to constitute an imminent danger. 

The reactions of native opinion to the conflict and to Japanese 
propaganda are varied. There is, first of all, a left-wing, revolu- 
tionary current which, though actually suppressed in the Indies, is 
represented in the Netherlands by the Indonesian communist deputy, 
Roustem Effendi. He has declared that the revolutionary group is 
prepared to support the Government in defending the Indies against 
Japan. Thus, as far as this group still exists in the colonies, it would 
be pro-Government and anti-Japanese in the event of a war. 

As far as the Moslem nationalist movement is concerned, it would, 
in my opinion, be very wrong to suppose that it is much less pro- 
Japanese than the true nationalists are. These Moslems have no 
reason to compromise themselves, for they find the present situa- 
tion most advantageous: the Government has adopted what may 
be called a benevolent neutrality toward them, if indeed it does 
not openly favor what they desire. This is a noteworthy attitude 
on the part of a home government which is supported by a Chris- 
tian majority, Protestant and Catholic, who believe that the Dutch 
rule the Indies by the grace of God. The Moslem nationalist ele- 
ments would stand to gain nothing and lose everything if they 
publicly adopted an anti-Dutch attitude. Yet I believe that at heart 
they subscribe to the views of the true nationalists. 

The true nationalists are frankly pro-Japanese. They are less 
eager for a Chinese defeat than for a victory by the great Asiatic 
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Pacific Affairs 
Power in the teeth of Europe. The attitude of the political asso. 
ciations, the Parindra, Gerindo or others, is similar: they are all 
anti-European, though with that gentleness characteristic of Indo. 
nesians, and especially Javanese. In this respect the difference be. 
tween their attitude and that of the nationalists and Moslems jp 
British India is most striking. European ideology has already in- 
fluenced the latter: Japanese are “fascists” who have invaded “demo. 
cratic” China. And since the inhabitants of India are “democratic” 
and since Great Britain claims to be so also, it is expedient in the 
name of democracy to unite with Great Britain, or at least to observe 
a benevolent neutrality in so far as it opposes Japanese fascism and 
especially if it should be attacked by Japan. 

An equally remarkable difference may be observed between the 
attitude of the Indonesian nationalists and that of the Moroccans, 
Algerians and Tunisians. Just as the Japanese demands frightened 
the Hindus and reconciled them to the British, so in the spring of 
1939 North Africa was closely bound to France. Native and French 
opinion were in complete accord, and this was the more remarkable 
because up to the middle of 1938 the French had experienced serious 
difficulties there, especially in Tunisia. What Japanese aggression 
did not succeed in accomplishing in Netherlands India, German 
policy and Italian aggression in Albania have effected in French 
North Africa. Without putting too much stock in official statements, 
of which I am rather skeptical, it can be said that the rapturous 
enthusiasm which greeted Premier Daladier in Tunisia, just a few 
weeks after the local unrest had ended, was shared by every ethnical 
group in the country—Arabs, Jews, Maltese, French, and I would 
almost add Italians. There can be no doubt that the calm determina- 
tion of the 16 million inhabitants of North Africa to remain at the 
side of France was due to Italy’s demands, as insolent as they were 
ridiculous (to which France owes a great debt of gratitude). But it 
was also due to French domestic policy in North Africa. 

It appears that the nationalists in North Africa have a far clearer 
conception of the realities of the situation than do the Indonesian 
nationalists; yet it is certain that in this domain France has enjoyed 
considerable political success, quite as much indeed as the British 
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The International Position of Netherlands India 
have in India. The psychological position of the Dutch in Nether- 
lands India is decidedly inferior.® Indonesian nationalists of almost 
every degree desire a Japanese victory. I am convinced that if Japan 
were today to attack Netherlands India, few nationalists would line 
up behind the Dutch Government. Whether or not this attitude is 
wise and just, it is general. Its most obvious explanation is the 
nature of the political relations between the Dutch Government 
and the nationalist element. For many years these relations have 
been extremely strained and unproductive of results. The nation- 
alists have in large part adhered to a policy of non-cooperation, 
although of late a change in their attitude has been apparent. As 
for the Government, its policy toward these elements consists mainly, 
if not wholly, in increasing police interference, investigations, prose- 
cutions, jail sentences, internments without trial and the like. 

Under these conditions, Indonesian nationalists are at an earlier 
ideological stage than are the people of British India. A Japanese 
victory would be the victory of an Asiatic power over European 
powers, and they profess to believe that it could have no disastrous 
consequences for the cause of Indonesian nationalism. It is regret- 
table that they do not possess greater vision and that the Nether- 
lands have not succeeded, in the face of the eventual Japanese 
threat, in creating an ideology favorable to their interests. Such is 
the situation, and I may add that, in my opinion, it is not the conse- 
quence of nationalist “blindness” or “perverseness” alone. 

Quite a different reason, subordinate perhaps but nevertheless 
noteworthy, is economic and owes nothing to Dutch policy. The 
Chinese is not always popular in the Indies. He is often a business 
or professional man who actively competes with the middle-class 
Indonesian and impedes his progress. He is often also a foreign 
money-lender and exploiter of the natives. On the other hand, there 
are few Japanese in the archipelago, and these compete with no 


51 must insist on this point and have accordingly elaborated upon it at greater 
length than in my article in Politique Etrangére (February, 1939), for I have been 
reproached with this view in an anonymous article in the Algemeen Handelsblad, 
February 22, 1939. I doubt if the author of this article has been, as I have, in British 
India and North Africa, and has had an opportunity to realize that the mentality in 
those countries is unlike that in Netherlands India. He writes that my allegations are 
“unfair and not very kind.” They may not be kind, but they are true. 
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Pacific Affairs 
one. What is more, the invasion of the Indonesian market by Japa. 
nese goods has actually permitted Indonesian shopkeepers to in. 
crease their sales; and many workers find positions which Japanese 
cannot occupy whereas the Chinese businessman seeks and finds 
Chinese helpers. In British India, however, the Chinese is not a 
competitor; there Japanese competition is feared. What is the use 
of setting up defenses against Manchester if only for Japan’s bene. 
fit? Since there is no native industrial class in Indonesia as jn 
British India, there exists no corresponding anti-Japanese element, 
The economic considerations strengthen those of a political character, 


\ own 1s no doubt that at present the Netherlands Government 
desires the mutual exhaustion of China and Japan. It fears an 
easy victory which would inflate Japanese ambitions enormously 
and would encourage Indonesian nationalism. And in the long run 
it fears a Chinese victory which would give the Chinese within its 
colonies a preponderant political position. In other words, like the 
dwarf Mime in Wagner’s Ring, it regards the two opponents as 
equally odious and desires their common extermination: Siegfried 
und Fafner, Fafner und Siegfried—so far as the Dutch Govern- 
ment is concerned it is all one. I may add that it should be all one 
to Europe in general. But the wishes of the Dutch Government are 
not manifest. Its policy is consistently one of caution and nev- 
trality: it does not prevent Chinese resident in the Indies from going 
to China or Japanese from going to Japan; it permits public col- 
lections for either of the two rival nations (although only Chinese 
funds are in fact solicited) as long as they have a humanitarian 
aim such as relief for Chinese sufferers; it authorized the organi- 
zation of a great benefit in May 1936 for Chinese student victims 
of the war, and, if requested, it would authorize a similar affair 
for the Japanese. Private collections are not forbidden, even for 
other purposes. This policy of neutrality is extended to the press. 
Native and Chinese newspapers receive strict instructions and are 
forbidden to express too heated opinions about the war. 

The same caution is apparent in the diplomatic attitude of the 
Netherlands in the Far East. Actually this policy is determined 
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The International Position of Netherlands India 
not in Netherlands India, but at The Hague. On this point I can 
offer merely impressions, but one fact may be noted—the voluntary, 
systematic and complete seclusion in which the governor-general 
lives with respect to the consular representatives of great foreign 
countries. It would doubtless be inadvisable for this official to pursue 
his own foreign policy independently, but it seems to me that this 
Far Eastern representative of Holland should have some definite 
contacts with the consul-generals. Things are not and cannot be 
viewed in the same light at The Hague as they are in Java. I am 
convinced that such contacts could be of the greatest advantage to 
the Netherlands and that the exchange of points of view between 
these consular representatives and the highest Dutch colonial au- 
thority would be profitable to all concerned. Yet this exchange 
never takes place. It is my strong belief that the Netherlands are not 
anxious to contract alliances with any great powers (France, Great 
Britain or the United States) for the defense of their colonies.® 


7 cautiousnEss of Dutch policy does not exclude a certain de- 
termination in military affairs. For many years the Netherlands 
deluded themselves with the hope that the great powers, and more 
especially Britain, would in their own interests take it upon them- 
selves to defend the Indies against an aggressor nation, which could 
hardly be any country but Japan. Accordingly, the defenses of the 
Indies were completely neglected. Personally I believe that if Japan 
had fallen upon the Dutch colonies during the Italo-Ethiopian War, 
when the British fleet was concentrated at Alexandria, it could have 
gained control of them with far less danger and expense than it 
can accomplish its Chinese undertaking. The opportunity has passed. 
On the one hand the democratic powers are awakening from their 
inertia, and on the other the Netherlands are making an effort to 
improve their colonial defense, which suffered a budget reduction 
after the economic crisis. The total appropriation, which was 140 
million guilders in 1929 (76 millions for the Army), was reduced 
to about 50 millions in 1933. 


® There was considerable talk in the spring of 1938 about the governor of Australia’s 
trip to the Indies, but if his visit had any diplomatic significance whatever, which is 
unlikely, it is a certainty that the advances were made by the guest and not bv his host. 
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Pacific Affairs 

In this respect the difference between French military policy on 
the one side and British and Dutch on the other is remarkable. 
If, instead of the British, the French had conquered British India, 
there is no doubt that they would today have an army of at least 
ten million men in India with which they could have conquered 
the world. It follows, therefore, that, in winning his victories, Clive 
rendered a greater service to the cause of the world peace than has 
the most ardent pacifist. The Netherlands maintain a native army 
which represents a tiny fraction of the population—a few tens of 
thousands of men, almost all Christians (Menadonese and Am- 
boynese) or Muhammadan Javanese. A strange feature in the eyes 
of a Frenchman is that the Dutch have never attempted to recruit 
soldiers in the regions which were most difficult to subjugate. To 
my mind, one of the claims to glory of French colonization, viewed 
from the standpoint of political psychology, has been its success in 
recruiting soldiers in regions only recently subdued. The behavior 
of the Moroccan tribes in the Great War was typical of this. The 
Dutch today would not dare to recruit a single company in Atjch, 
which was conquered 35 years ago—that is, even before the very 
first attempt at French occupation of Morocco. I have frequently 
told Dutchmen that the French would doubtless have raised an 
army of volunteers in Atjeh exclusively, but on this point, as on 
so many others, the colonial conceptions of the two countries are 
in hopeless disagreement. What is more, if in the past the Dutch 
had pursued a policy of decentralization instead of consolidating 
all opposing forces, they could have instituted compulsory military 
service, which would have been of great service to them at this 
time. But there is no point in thinking of that now. 

I am skeptical of the ability of the Netherlands to defend them- 
selves, or rather of the ability of the Dutch unaided to defend their 
colonies against an attack. How can a territory comparable to that 
lying between France and Afghanistan, and Italy and Sweden, be 
defended by 50,000 men and a few warships and airplanes? De- 
fense is the more difficult since, in my opinion, the people as a 
whole would remain passive in case of an attack. I do not believe 
that they would rise in revolt against the Dutch (and they would 
be wrong if they did), but I do think that they would sit quietly 
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The International Position of Netherlands India 

by if an attack were launched.’ Nevertheless, the Dutch are well 
advised to appear resolved to defend their colonies. The better es- 
tablished their defense system, the more willingly will assistance 
probably be offered them. 

It would, I think, be definitely to the interest of the great co- 
lonial powers, France in particular, to come eventually to the as- 
sistance of the Netherlands if the Dutch overseas possessions were 
attacked. It would, of course, be much less serious for France to 
see Japan or Germany established in Batavia than Germany in 
Vienna and Prague; yet two irremediable errors do not excuse 
others. If, however, such a situation were to arise, whatever might 
be France’s interest in opposing it, France would have less to lose 
than would the Netherlands themselves. In other words, France 
and Britain have in their hands an extremely powerful means of 
compelling the Netherlands to follow whatever policy they may 
think proper, for from the colonial point of view Holland is wholly 
at their mercy and exists only because they desire its existence. But 
nowadays, when the totalitarian nations are showing so few scruples, 
it is unnecessary, in my opinion, for the great nations desirous of 
maintaining the status quo to bear the entire expense while coun- 
tries like the Netherlands reap the benefit. The Netherlands are 
wealthy, extremely so, and the Indies are one of the chief sources 
of their wealth. Before taking any action, the least surety which 
France should demand is a promise that Holland, in order to pre- 
serve its empire and to escape ruin, would in one way or another 
reimburse its ally. In the sixteenth and seventeenth centuries it was 
in large part thanks to mercenaries that Holland gained its inde- 
pendence. What it cannot do today by military means it can and 
must do by financial contribution. 

While I was in the Indies an English journalist suggested that 
the Dutch should be called upon to share the expenses of the Singa- 
pore defenses. This proposal was greeted with a storm of indigna- 
tion in the local press, but I must say, with the poet Francois Coppée, 
“To me that did not seem ridiculous in the least,” and would ad- 

7 Discretion does not permit me to divulge the sources of my information, but I 
offer my scientific integrity in support of this statement. 
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Pacific Affairs 
vise the Dutch to read the fable of the dog that watched over his 
master’s meal.® 

It is incorrect, however, to conclude without further discussion 
that an alliance between Holland and France and England is nec. 
essarily desirable. To be sure, if the position of the Netherlands 
were similar to that, let us say, of Portugal, it would be well to 
impose such an alliance at once. The Portuguese colonies are quite 
as indefensible by the mother country alone as are the Dutch colo- 
nies. Both are quite at the mercy of France and Britain. This 
comparison, however, can be carried no further, for the Dutch 
position on the international chessboard is far more dangerous than 
that of Portugal, which is not menaced by any danger in Europe. 
Just as the Dutch colonies cannot be defended against Japan, so 
the mother country lacks any defense against Germany. I suppose 
that in the event of war Germany would occupy three-quarters of 
Netherlands territory within a day or two, and as for the rest (that 
is, the Provinces of North and South Holland and the Zeeland 
Islands), opening of the dykes would not preserve the extremely 
dense population of that region from frightful bombardment. It 
is possible, therefore, to ask with all seriousness whether it would 
be to the advantage of France and Britain to have a European ally 
so exposed to occupation by German troops. A neutral Holland 
would probably be more advantageous for their purposes. 

In any case, it is essential that in their own interests the Dutch 
adhere to a Far Eastern policy which accords with French and 
British policy. So far, indeed, there has been no trouble in this 
regard. What is more, the expense of defending Netherlands India 
with the British and French fleets must, as we have pointed out, 
be borne by the Netherlands. Since France and Britain are in a 
position to demand from Holland almost anything of a material 
nature in the colonial field, this demand appears singularly modest. 
Besides, if the scheme of ceding colonial territories to Germany or 
to Italy should prevail, it seems unnecessary to add that, in my 
opinion, such a transfer should be accompanied by compensations 
of a colonial nature to the advantage of France and Britain and 

8 Another very useful subject for meditation would be the fall of the Venetian 
Republic. 
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The International Position of Netherlands India 

the disadvantage of Belgium, Portugal and Holland. There would 
be no reason why the large nations alone should have to lose as a 
result of such territorial shifts. 

Today, unfortunately, these schemes appear to have been thrown 
into the discard; and to my way of thinking the right path has 
been chosen: resistance, resistance by all colonial powers great and 
small. The small nations must fully realize, however, that the Franco- 
British army, fleet and air force constitute their sole defense against 
the total and irretrievable loss of all of their colonial possessions. 
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THE FUTURE OF FOREIGN 
CONCESSIONS IN CHINA 


Tosur Go 


| completely ignored in the present conflict be. 
tween Japan and China, a contributing factor has, in all probability, 
been Chinese resentment over the question of the Settlements and 
Concessions held by various foreign Governments, including Japan, 
which in conjunction with corollary privileges of tariff control and 
extraterritoriality constitute a denial of Chinese sovereignty over 
territories ostensibly their own. To some extent, therefore, in their 
hatred for the Japanese there is doubtless considerable anger against 
the entire system of imperialistic enterprise as practiced in China, 
with its implied stigma of racial inferiority and backwardness. As 
a matter of fact, since the Shanghai Incident of 1925 this privileged 
position of foreign interests has been the object of outright chal- 
lenge by nationalistic elements in China, and in certain instances 
retrocession of interests has been secured. The determination of the 
Chinese Government to effect this return has become so strong as 
to raise the question whether here as well Western enterprise is not 
on the way out. 

In the past year of the Sino-Japanese conflict there has been con- 
siderable sympathy in the Occident for China as the under-dog in 
the struggle against the stronger Japan. Therefore, as a logical 
sequitur it would appear only natural to expect, if China emerges 
successful from the present conflict and proceeds to put its house 
in order, that the Western Powers will translate their former sym- 
pathy into concrete terms by the voluntary surrender of present 
holdings, including claims to special rights and privileges, to the 
Chinese Government. Of course, it might be added that it is very 
surprising that no action of this kind has been taken up to this time. 

The cry in China for the “recovery of interests” has gone on for 
more than a quarter of a century, and was a contributory factor 
in the fall of the Manchu dynasty in 1911. However, no definite 
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The Future of Foreign Concessions in China 
steps were taken until 1919 when the Chinese Delegation submitted 
a Memorandum to all the Allied Powers through the Supreme 
Council of the Paris Peace Conference. This called for the abolition 
of spheres of influence in China, the withdrawal of the foreign 
garrisons, the abolition of consular jurisdiction, the return of leased 
rerritories, and the recovery of tariff autonomy, with special em- 
phasis on the regaining of foreign settlements and concessions. The 
reasons for the last were set forth in the Memorandum as follows: 


The establishment of a foreign concession in one state was tanta- 
mount to establishment of another state therein, impairing sovereign 
rights and interfering with internal administration. 

The relations of China with foreign countries had become so close 

that whatever necessity there was for separate residences had entirely 

ceased to exist. 

. The great progress made in recent years by China in municipal gov- 
ernment allows China to assume the responsibilities for effective ad- 
ministration after the return of the concession. 

. China had opened on its own initiative many places of the interior to 

foreign trade, which were becoming prosperous business centers. 


I. 


te 


This constitutes the first explicit claim for the recovery of settle- 
ments and concessions held by foreign interests. In January, 1924, 
the First Congress of the Chinese Nationalist Party (Kuomintang) 
issued a manifesto demanding the abolition of all unequal treaties 
as the first objective of its foreign policy. In May, 1925, occurred 
the so-called “Shanghai Incident,” which came as the culmination 
of a series of disorders resulting from various labor disputes. At 
the time the Comintern, the Communist organization in China, 
was in power, directing the activities of the Kuomintang. Political 
propaganda through handbills and inflammatory speeches attacked 
the United States, Great Britain, France and Japan as imperialistic 
powers. The movement became countrywide, with disturbances 
raging at Hankow, Nanking, Kiukiang, and Chungking. The at- 
tack on the Louza Police station in the International Settlement at 
Shanghai by students resulted in their being fired upon by the police 
and a number killed. Although apparently a student outbreak, 
actually, when once in full swing, this May 30 affair took on the 
appearance of an anti-foreign demonstration. 
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Pacific Affairs 
In 1926, with the success of the Nationalist Revolutionary Arm; 
at Wuchang and Hankow, opposition to the so-called unequal 
treaties was increased. The capture of the British Concession a 
Hankow by the Chinese army on January 4, 1927 resulted in the 
Chen-O’Malley Agreement of February 19, by which the Conces. 
sion was retroceded to China, becoming the “Third Special Dis. 
trict” of Hankow on March 15 of the same year. The retrocession 
of the Kiukiang British Concession followed, and in 1929 came 
the recovery by China through treaty agreements of both the Chin. 
kiang British and the Tientsin Belgian Concessions. In 1930 China 
secured the return of the Amoy British Concession, making ten in 
all, which, in conjunction with the abrogation by the British oi 
their lease at Weihaiwei in January of that year, indicated that 
China had come a long way. The following tells the story: 


ForziGn Concessions RecovereD BY CHINA 


Year of 

Concession Recovery Present Name Remarks 
Tientsin German....... 1917 First Special District In consequence of Great War 
Hankow German...... 1917 First Special District In consequence of Great War 
Tientsin Austrian...... 1917 Second Special District In consequence of Great War 
Tientsin Russian...... 1920 Third Special District Russian Revolution 
Hankow Russian...... 1920 Second Special District Russian Revolution 
Hankow British....... 1927 Third Special District By occupation 
Kiukiang British...... 1927 Special District By treaty 
Chinkiang British..... 1929 By treaty 
Tientsin Belgian...... 1929 By treaty 
Amoy British......... 1930 By treaty 


However, before this had come about, and while various groups 
in the Nationalist forces were still jockeying for control, there oc- 
curred an incident which, despite the political motives involved, 
indicated very clearly the general dislike of the Chinese for the 
foreigner. This was the so-called Nanking Outrage of March 24, 
1926 when the Nationalist Troops of the Wuhan Government en- 
tered Nanking and systematically looted and fired the homes and 
buildings of foreigners, including the Consulates. They were finally 
rescued under the protection of a barrage laid down by British and 
American warships on the Yangtze. In the China Year Book for 
1928 appears a detailed account of these outrages as described by 
American missionaries. This statement, signed by leading members 
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The Future of Foreign Concessions in China 


of all denominations operating in that area—some of whom, inci- 


dentally, are now foremost in espousing the Chinese cause—speaks 
' not only of the looting of foreign homes, consular offices, schools, 
hospitals and places of business, but also of foreign homes and 


schools; of deliberate murder; of the shooting on two different oc- 


' casions and the serious wounding of a young American woman; 
| of shooting at and attempting to kill foreign men, women and 


children; of the attempted rape of American women; and of other 
shocking indignities to foreign women too indecent to be published. 

The subsequent failure of the Nationalist Government to punish 
General Cheng Chien, who had been in charge of the troops, was 
unfortunate in that it left the impression that, while the incident 
was deplored by the authorities, it was more because it was diplo- 
matically dangerous than anything else. The International Settle- 
ment at Shanghai had also been in danger of sharing the fate of 
the British Concession at Hankow and Nanking, until the arrival 
of a force of 18,000 British troops. 


Ww™ the establishment of the Nanking Nationalist Govern- 
ment in 1927 steps were taken by the Chinese apparently 
with the idea of regaining control of Shanghai as the most impor- 
tant of the concessions. Shanghai was placed under the direct 
control of the Government, with an enlarged area to include neigh- 
boring districts. The International Settlement and the French Con- 
cession in Shanghai were given the names of the First and Second 
Special Districts respectively and combined with the Chinese city 
under the name of “Greater Shanghai.” It would appear from the 
plans of Chang Chun, who was appointed Mayor of Greater 
Shanghai in April of 1929, that the Chinese Government intended 
to divert business and prosperity as much as possible from the Set- 
tlement and the Concession to the Chinese section of Shanghai, 
through the development of new and more extensive facilities. These 
plans created a certain amount of tension between foreign interests 
and the Chinese Government, and the Settlement, mindful of what 
had previously occurred at Hankow, Shanghai and Nanking, be- 
came increasingly alarmed with the encamping of the Chinese rgth 
Route Army in the Shanghai region. 
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Pacific A fairs 

The 1932 affair at Shanghai brought new dangers to the Inter. 
national Settlement and, as was stated by the American and British 
Consuls General at Shanghai to correspondents, it was feared that 
if the Japanese forces could not drive off the Chinese, the Inter. 
national Settlement and French Concession would be faced with 
the possibility of invasion and capture. When the Shanghai Truce 
Agreement was subsequently formulated, one of its stipulations es. 
tablished a demilitarized zone where only Chinese police, described 
by the Chinese as “special constabulary,” were to function. Ob. 
servance of this Agreement was to be supervised by a Joint Com- 
mission. This was the situation until early in 1936 when General 
Wu Teh-chen, who had been both mayor of Greater Shanghai and 
garrison commander of the Shanghai-Woosung area, was relieved 
of the latter post and General Yang Hu was given the position. 
Obviously this meant the establishment of a military command 
within the demilitarized zone and placed this area outside the 
mayor's jurisdiction. Hence, it was not until June 23 that Japan 
lodged a protest against this new development. The Joint Com. 
mission did not take this very important matter under considera- 
tion, but evaded it by claiming that it did not come within its 
jurisdiction. 

It seems only fair to point out that had the Joint Commission at 
this time acted in accordance with the provisions of the Agreement 
and in a manner justified by the powers vested in it, later develop- 
ments and possibly the present hostilities might not have come into 
being. That it did not do so would appear to have placed the re- 
sponsibility squarely on its doorstep, and makes the present protests 
of the various foreign interests somewhat inconsistent, to say the 
least. Again, the dispatch of two Chinese regular Divisions—the 87th 
and 88th—into the demilitarized zone and their occupation of the 
northern boundary of the Settlement was an undeniable breach of 
this 1932 Agreement. But here again the protests of the Japanese 
authorities were ignored and the subsequent and obviously inevi- 
table outbreak, under the conditions cited, put an end to any further 
attempts to carry 9ut the terms of the Truce. 

There appears to be little question but that when and if the 
Kuomintang is in a position to make it, a demand will be made 
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The Future of Foreign Concessions in China 

for the retrocession of the remaining foreign concessions and set- 
tlements in China. There seems to be considerable general ignorance 
as to the extent of these. The Powers have economic and trade in- 
terests at Tientsin, Tsingtao, Hankow, Amoy, and Canton. Specifi- 
cally, according to the China Year Book (1938): 


REMAINING ForgiGN Concessions IN CHINA 
. Japanese 
American 
British 
French 


French 
Japanese 


. Japanese 
British 
French 
Japanese 
Italian 


Newchwang British 


The question to be decided therefore is as to the extent of the ex- 
pressed sympathy of the Powers for China. How far would it go 


toward the surrender of these concessions and the removal of the 
implied stigma that China is incapable of establishing a sufficiently 
stable government to guarantee the protection of their nationals? 
To the observer it would appear that the Powers are in somewhat 
of a quandary. It is not that they like the idea of China for the 
Chinese so much as it is the fear of Japanese competition. Yet it does 
not seem very probable that if China wins out in the present conflict, 
their stay will be more secure—in fact, it would appear less so. A 
Nationalistic China, thus incited, would not hesitate to assert its 
rights to the concessions and settlements, and there would appear 
to be little the Powers could do about it. It would seem that the 
days of the concessionaire in China are numbered. 


New York, May 1939 
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THE SIGNIFICANCE OF 
PUPPET GOVERNMENTs 


Franz 


IL, Has been said over and over again that the Japanese in- 
vasion of China represents a drastic violation of the Nine Power 
Pact of 1922 and also of the Paris Peace Pact of 1928. This has been 
officially recognized by the Powers at the conference of Brussels and 
through various official declarations and protests to Japan. The 
League of Nations has asked its members to consider individually 
material support for China. But nothing much has come of these 
rather academic statements. After all, the Japanese invasion of China 
was not the only such case of violation. Governments and public 
opinion have become resigned to the fact that our present-day treaty 
system is breakable. The apparently utopian system of collective 
security has collapsed. We soberly recognize the fact that, at least for 
the time being, only that part of the international law system is likely 
to survive which is backed not only by ideals but by the very prac- 
tical interests of powers able and willing to defend them. 

Another deplorable aspect of the invasion of China has been the 
utter disregard of civilian life, honor and property by the invading 
army. Japan has broken the international laws and customs of war 
on land as developed during the last century and codified in The 
Hague peace conferences of 1899 and 1907. 

Japan denies the violations. Art. I of the Paris Peace Pact contains 
the formal renunciation of war. Japan has thus far insisted on calling 
its fighting in China not a war but an incident. It can thus escape 
the provision of Art. I under a formal but obviously hollow interpre- 
tation. In Art. II the signatories, who include Japan and China, 
promise never to seek any settlement or solution of a dispute except 
by pacific means. The means used by Japan in China can certainly 
not be called pacific; but according to an official exchange of notes 
when the pact was signed, the right of self defense was understood 
to be reserved. The decision as to what represented self defense 
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The Significance of Puppet Governments 
was left with the power concerned. The United States note of June 

23, 1928 spoke in this connection of the right of a state “to defend 

its territory from attack or invasion.” Great Britain made a further 

reservation extending its self defense to the protection of “certain 

regions of the world, the welfare and integrity of which constitute a 

special and vital interest” for its “peace and security.” Thus it created 

a precedent for the wide interpretation of self defense. Japan pretends 

to act in China in self defense. 

Under the Nine Power Pact the signatory powers agreed to re- 
spect the sovereignty, independence and territorial and administra- 
tive integrity of China and to establish and maintain the principle of 
equal opportunity. They promised not to take any advantage of 
disturbed conditions in China. In case of trouble, a consultation of 
the signatories was provided for. 

Japan’s invasion of China has in itself beyond a doubt been a vio- 
lation of these stipulations. The immediate cause of the first fighting 
was the incident at Lukouch‘iao. Japanese troops held maneuvers 
in Chinese territory at a spot where no treaty gave them any right 
to be. The disappearance of a soldier, who later turned up again, 
was taken as pretext to demand the search of a little Chinese town 
in the middle of the night. Chinese refusal led to the bombardment 
of the town and thus to the actual fighting. This was taken as an oc- 
casion to bring forward certain demands on the Chinese local and 
central Governments. They included a change of administration in 
North China, permanent withdrawal of Chinese troops from the 
important railway connection at Lukouch'iao with the aim of 
isolating the North from the rest of China, cessation of anti-Nip- 
ponism, suppression of Communist and Nationalist Chinese organi- 
zations. At the same time an ultimatum was delivered in Nanking 
asking for no interference in the North and withdrawal of Central 
Government troops from the province of Hopei. Japan’s real aim 
was at that time the establishment of an autonomous North China 
under its own control. This aim, which it had attempted to secure 
in negotiations before, was in itself a clear violation of the Nine 
Power Pact, but Japan claimed that it was necessary to protect its 
own interests. The Chinese Government agreed to negotiate on 
a basis of equality and under the condition that Chinese territorial 
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Pacific Affairs 
integrity would remain intact. In the meantime both sides had con. 
centrated troops, and the major fighting began with a Japanese 
attack on Nanyuan. 

In the beginning Japan wanted at least not to alarm third powers 
too much, and therefore took the stand that it had no territorial aims 
and was only defending its rightful interests in China. However, 
the farther its armies advanced the more clearly Japan showed its 
intentions. In November 1938 it put its cards on the table and pro- 
claimed the establishment of a “new order which will insure the 
permanent stability of East Asia” and which would be “based upon 
genuine international justice throughout East Asia.” That this meant 
the formal repudiation of the Nine Power Pact was implied in the 
simultaneous speech of Premier Konoye. He stated that 


China has hitherto been victimized by the imperialistic ambitions of 
other foreign powers, with her peace and independence constantly 
menaced. Japan realized the necessity of fundamentally revising such a 
situation, and desires that a new peace, based on justice, be established 
in East Asia. 


The Japanese attitude was made even more evident in the phrase: 


It is the firm conviction of the Japanese Government, that in the face of 
a new situation, fast developing in East Asia, any attempt to apply to 
conditions of today and tomorrow inapplicable ideas and principles of 
the past neither would contribute towards the establishment of real 
peace in East Asia, nor solve immediate issues. 


The latter statement is quoted from the answer of the Japanese 
Government to the formal American protest against rough treat- 
ment of American treaty rights in occupied China. This brings us 
to the point where the “China incident” ceases to be a conflict 
between China and Japan alone. Japan’s actions are now directed 
against the other interested powers, chiefly England, France and 
the United States. Out of the intervention in China has developed 
an attack on the treaty rights of third powers and on the principle 
of equal opportunity. In the diplomatic struggle which ensued 
Japan has been carefully trying to uphold a formal legal facade. The 
most important and indispensable move in this connection has been 
the establishment of puppet governments in occupied China. 
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The Significance of Puppet Governments 
‘ys UNDERSTAND the importance of puppet governments as a 

method of destroying foreign rights that stand in the way of 
Japan’s expansion, it is necessary to consider what Japan could do 
without them. The Japanese contention (during the Tokyo negotia- 
tions with the British, for instance) is that the “China incident” 
was brought about solely by the justified defense of Japanese inter- 
ests. Japan resorted to military action only in order to reestablish 
and protect its rights, by forcing the Chinese Government to accept 
“cooperation.” (This wording is more plausible than “the chastising 
of the outrageous Chinese.” The latter phrase, used by the Japanese 
Premier at the beginning of the conflict, speaks for itself.) 

If this Japanese contention of justified intervention be taken at 
face value, it is possible to discuss the alleged rights and the “de- 
fensive” acts which follow from it. Japan’s interests in China existed 
side by side with those of other foreign nations. As long as Japan 
did not exceed its position of equality there need not have been a 
clash; but Japan did act, though no other nation felt it necessary to 
do so, and has occupied a large part of China. Such an occupation 
carries with it a special position and special rights, which it is in- 
teresting to define according to the usages of international law. 

International law distinguishes between military occupation in 
the case of war and apart from war. The first question arising there- 
fore is whether there is a state of war between China and Japan 
or not. On the answer to this question depend such problems as 
the position of neutrals, the possibility of blockade, and the applica- 
tion of the American neutrality law. There is no doubt that the 
Japanese intervention together with the Chinese resistance have 
resulted in a conflict which from the military point of view is in no 
way different from any other major war. 

However, no war has been declared. Opinions diverge as to when, 
in such a case, a state of war is legally existent. It is demanded by 
international custom and agreement (third Hague convention, 
1907) that a declaration of war shall precede hostilities; but such a 
declaration is no certain mark of distinction. There have been wars 
without declaration (recently Abyssinia and to-day the invasion of 
Poland. Compare also Fenwick, international law, p. 453). Military 
intervention, resulting in fighting, on the other hand, does not 
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Pacific Affairs 
necessarily mean war. (Compare the Italian occupation of Albania 
and the recent fighting between Hungary and Slovakia.) The dif. 
ference between intervention and war is, according to one opinion, 
to be found in the aim of the attacking power. It has been argued 
that in war the final aims depend on the course of the war, while in. 
tervention is said to be undertaken for a limited and fixed purpose, 
(Heyland, in Handbuch des Vélkerrechts, Bd 2, Abt. 7, page 15.) 
However, marginal cases show that these definitions do not help, 
A war can have from the beginning a very limited and definite 
goal; and intervention can be vague when it begins and lead, as it 
develops, to wider and wider implications. As war allows a greater 
scope than intervention, we have to turn for a distinction between 
war and intervention to the intention of the countries at war. As 
long as both parties do not claim the full liberties of war there 
would be no sense if legal theory of interested third parties were 
to assume a state of war for them. 

In the case of Japan and China the parties have so far neither 
declared war nor claimed its full consequences. Japan has for in- 
stance not used the possibilities of a wartime blockade, for fear of 
embargoes or other retaliatory measures by America and England. 
China was afraid of a Japanese blockade and also of the possibility 
that the United States neutrality law might operate to its disadvan- 
tage. For a long time during the fighting the diplomatic representa- 
tives of the two countries were not even recalled. For the time 
being at least there is therefore no legal state of war between China 
and Japan. And this sham situation is not even condemnable; for 
a fortiori the laws of war are still always applicable in such a 
case. The parties cannot escape them. They can only limit the legal 
scope of their actions further. 

This is the situation in the Sino-Japanese conflict. Not having de- 
clared war, and not claiming a state of war to exist, Japan is in its 
actions limited by the original pretext of intervention: the protection 
and reestablishment of its legal rights and interests and the enforce- 
ment of Chinese cooperation for that purpose. All this holds true 
of course only under the assumption that the invasion was justified; 
an assumption which is necessary in order to present the Japanese 
argument. Japan has further the rights which general practice 
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The Significance of Puppet Governments 

connects with military occupation in peace time, allowing for in- 
stance all acts necessary for the protection of the occupying power. 
(Robin, “Occupation militaire en dehors du cas de guerre.”) The 
Japanese army has decreed for instance that all attacks or menaces 
against its security in China are to be dealt with by Japanese military 
courts. Foreigners, although having the status of extraterritoriality 
when living in China, were not exempted. 

Behind these limited possibilities stand the humanitarian restric- 
tions of general international law and the special regulations for 
war. Military occupation in case of war is dealt with in the inter- 
national conventions on the laws and customs of war on land, con- 
cluded at The Hague in 1899 and 1907. Both conventions were 
ratified by Japan. Only the former, I believe, was ratified by China; 
but this does not make any difference, because the regulations with 
regard to occupation are literally of the same tenor in both con- 
ventions. Art. 4 of the convention of 1907 states that: “the convention 
of 1899 remains in force as between the powers which signed it, and 
which do not also ratify the present convention.” 

The conventions demand, as the condition for the granting of 
their liberties, an actual control of the occupied territory, which in 
the case of the Japanese-occupied territory in China is partly con- 
tested. They contain rules about the protection of family honor and 
rights, of the lives and private property of the civilian population; 
the strict prohibition of pillage, regulations for taxation, contribu- 
tions and requisitions, all of great importance. But of wider im- 


plication still is Art. 43: 


L’autorité du pouvoir légal ayant passé entre les mains de l’occupant, 
celui-ci prendra toutes les mesures qui dependent de lui en vue de 
rétablir et d’assurer, autant qu'il est possible, l’ordre et la vie publics en 
respectant, sauf empéchement absolu, les lois en vigueur dans le pays. 


Together with the other regulations this means the codification of 

a fact which had become generally recognized in international law. 

The occupant cannot deal at liberty with occupied territory. Since 

the beginning of the nineteenth century the difference between 

occupatio bellica and occupatio imperti has been definitely estab- 

lished. It is not the sovereignty, but only the authority of the legal 
« 405» 


fi 
la 
Hif- | 
DN, 
ed 
se, 
5.) a 
p. 
te 
It 
n 
a 
A] 
19; 


Pacific Affair; 
power, that passes over into the hands of the occupant. It is a tem. 
porary authority, which allows certain interferences, but no chang: 
in the whole status of the occupied territory. It must be admitte: 
that the limitation “sauf empéchement absolu” leaves a considerable 
discretion to the occupying power, with which rests even the decision 
as to what represents such “empéchement.” But even this freedom 
concerns only the question as to how far the organization and the 
laws of the territory have to be respected. The status of the territory 
remains outside of the scope of occupation, and can be changed only 
under a peace treaty or a corresponding new legal settlement. The 
occupying power replaces the sovereign government in its normal 
activities; but it cannot effect permanent changes, even in economic 
relations with its own country. It can safeguard its military actions 
and the occupying army; but it cannot change the permanent rela. 
tionship of other states with regard to this part of the territory of 

the hostile nation. It can do everything to protect its interests; but 
it cannot build anew for the time after the conflict. 

Even with the most liberal interpretation of these rules and the 
Japanese interests to be protected, the margin has not been wide 
enough for Japanese aims. These aims, even those that are admitted, 
trespass considerably on the rights which Japan could legitimately 
have claimed, if the occupation had been legitimate. The “New 
Order,” “economic cooperation” and the “yen bloc,” which give in 
fact political domination and economic monopoly to Japan, require 
a permanent change not only in China, but also in the relations be- 
tween China and other foreign powers. Aside from the attitude of 
the foreign powers affected, such a change could not be brought 
about without the cooperation of the sovereign Chinese Government. 
To force upon the Chinese Government such an attitude would logi- 
cally be one of the war aims of Japan. 

But the trouble is that Japan cannot and does not want to wait so 
long. Through the success of the Chinese tactics the Japanese have 
been forced into a long war, a war of economic and financial re- 
serves. They therefore need to use the monopolistic economic ex- 
ploitation of the occupied territory not only for the future but 
immediately, as a means of carrying on the war itself. Japan is there- 
fore trying to exploit this territory and at the same time to restrict 
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The Significance of Puppet Governments 
the foreign interests therein. For this double purpose, control 
through occupation is not sufficient under international law. 


airs 


HEREFORE, JAPAN has found an indirect way: the creation of new 
{ poner. governments. Its own occupation does not entitle it to 
the measures which it thinks necessary; the legal Chinese sovereign 
the JE Government cannot be forced to accept them. The obvious thing to 
do therefore is create a new sovereignty which can be charged to 
deal with this side of the Japanese advance. It is true that this 
he means also a change in the status of the occupied territory, of a 
kind not contemplated or allowed for under international law. The 
establishment of puppet governments is as illegal as the annexation 
of territory before the conclusion of peace or other treaty settlement 
1. of a conflict. 

There have, however, been historical instances of the attempted 
creation of such “independent” governments, for reasons similar to 
those which govern Japan’s action. To use a straw man is as prac- 
tical in international as it is in civil or criminal law. There is the 
example of Manchukuo, and there was the German attempt to 
create an independent Ukrainian state at the end of the World War. 
Germany issued special money and concluded a commercial treaty 
exploiting Ukrainian resources for Germany’s needs. This was done 
before the conclusion of peace between Germany and the whole of 
Russia. It was regarded as illegal by the allied powers, as was also 
the German creation of an allied Poland out of Russian territory 
shortly before. 

Another example can be found in the “separatist” movement in 
the Rhineland. After the war the Rhineland was occupied by allied 
troops. The occupation was based on the peace treaty. France tried 
to use the situation for the establishment of an independent Rhine 
State. The attempt violated not only the peace treaty, but also the 
general rules quoted above. The double violation was emphasized 
in German official protests and in the opinions of British Crown- 
jurists. The French Government pretended “neutrality” regarding 
the movement. It maintained that the separation and independence 
of occupied territory from the mother state was possible as long as 
the occupying army did not interfere with the “will of the popula- 
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Pacific Affairs 
tion.” The farce of this French “neutrality” was as clear to every. 
body as is today the Japanese responsibility—which is not even de. 
nied—for the new Chinese governments. Moreover, to grant even the 
possibility of a “neutral” attitude seems impossible in a territory 
where all power of control has gone over from the sovereign to 
the occupant. 

However, the puppet government as a method of violating 
the international status of a territory is perhaps less shocking to 
public opinion than outright annexation. Puppet governments can 
therefore more easily be used to develop and extend the opportuni. 
ties offered by occupation. They may become an important problem 
in international relations. In the case of China they allow Japan 
not only to uphold the fiction that it does not seek any territorial 
advantage but also to change the status of the territory before the 
end of the war. Most important in this connection is their use as a 
special instrument against the rights of third powers. 

That this was the chief reason for the inauguration of the Jap- 
anese-sponsored new governments is clear from a review of their 
activities. When in December 1937 the Provisional Government in 
Peiping (later Peking) was founded, one of its first acts was to 
take over the Customs. The English Customs officer in Chinese 
service in Tientsin handed the Customs over without delay. Eng- 
land hoped to secure thus continued payments on the foreign loans 

secured by the Customs revenue. The importance of this financial 
consideration was revealed by the head of the Japanese special mili- 
tary mission in China, General Kita, in an interview in January 
1938. General Kita spoke of the newly coming “Central Govern- 
ment” in China. He declared that financially it would command the 
Customs and the Salt Gabell (both foreign-organized and partly 


administered by foreigners) and would thus have a sound basis. ‘ 


The interview is another proof of Japan's responsibility for the 
puppet governments. 

On March 10, 1938 one of the most important steps in this direc- 
tion was taken, when the Federal Reserve Bank of the Provisional 
Government in Peiping was inaugurated, sponsoring a new cur- 
rency. The exchange control of the bank enabled it to control im- 
port and export. It was thus the chief instrument for monopolizing 
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The Significance of Puppet Governments 
North China business for Japan. At the same time a revision of 
the Customs regulations, in favor of goods specially delivered by 
Japan, was another highly important step taken toward the same 
end. None of these measures could have been undertaken by the 
occupying army on the basis of its own “rights.” 

An autonomous Inner Mongolian Government allowed the estab- 
lishment of wool and other monopolies for Japan. On March 28 
a new “Renovated Government” was inaugurated in Nanking. Soon 
after there began negotiations for the merging of the two govern- 
ments in Peiping and Nanking. So far only a temporary “Joint 
Committee” has been established. In May 1938 a temporary agree- 
ment between England and Japan provided for the deposition of 
Customs revenues, surrendered by the English inspector general, 
in the Yokohama Specie Bank. These revenues are thus placed 
within the reach of the Nanking Renovated Government, while the 
foreign loan quotas are remitted to the inspector general. 

The new governments in Peiping and Nanking have since been 
used for the exploitation of the country. With their support the 
establishment of Sino-Japanese companies has been possible. The 
most important examples are the North China Development Co. 
and the Central China Development Co., and monopolies like the 
North China Tobacco Co. In the war itself Chinese troops have 
been enlisted by these governments to help the Japanese campaign. 
Their military value may be doubtful. But the attempt to employ 
them shows the opportunities opened to Japan by the establishment 
of these governments. 

During the months following the proclamation of the “New 
Order” the anti-foreign attitude of the new Chinese governments in 
the service of their masters became more and more outspoken. The 
new mayor of Greater Shanghai on March 12, 1939 made five de- 
mands on the Shanghai Municipal Council. Other attempts fol- 
lowed to drag the settlements and concessions into “de facto co- 
operation.” By every means a pretense has been made of reviving 
the old Chinese fight against foreign rights in China, but for new 
Japanese purposes. This has been accomplished by an ever-increas- 
ing propaganda campaign. The Nanking Renovated Government 
went so far as to proclaim a “silent war” against the “hostile” 
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Pacific Affairs 

Shanghai settlement and British and French ships, in the course o{ 

which it stationed its own troops and militia around the Settlemen: 

borders. 

All means have been used to induce the foreign Settlements, 
under threats of “appropriate steps,” to adopt “rational” and “legal” 
relations. The new governments claim to have de facto administro. 
tion rights over the Chinese territory surrounding Settlements and 
Concessions, and therefore also the sovereignty over the Settlement 
territory. This presumption has not failed to make an impression 
in Shanghai; but it must be denied, even if the new governments 
be recognized in the territory they control. Essentially, the terri- 
torial standing of the Settlements and Concessions is that they are 
a part of the territory of China as a whole, and not merely a part 
of that Chinese territory to which they are adjacent. This is of 
utmost importance for their neutrality stand. The question of the 
continuance of the Settlements, and of the law courts established 
there by the Chinese National Government, depends on this prin- 
ciple. 

New registrations, restrictions, permissions are ordered by the new 
governments, who thus control all economic activity. Recently Eng- 
land has been more and more singled out for attack. Anti-foreign 
and especially anti-British demonstrations have been organized. 
In certain towns all British citizens have been driven out. An off- 
cial boycott of British goods has begun. Japan has attempted to 
replace with its own nominees the Chinese partner in the inter- 
national Open Door agreement. 

It is sufficient to indicate these general trends. They could be 
supported by a great many further accounts of the actions of the 
new governments. Japan has so far not even formally recognized 
the new governments. It probably wants to reserve freedom of 
action in all possible further developments. Japan has nevertheless 
clearly been the originator of the “governments” whose wires it 
pulls. Official Japanese statements referring to the formation of the 
new governments express “rejoicing” and “congratulations.” Japan 
has promised an “ever-ready assistance to the council by crushing 
the Chiang regime.” In notes to other powers the Japanese Gov- 
ernment has declared itself “in favor” of the actions of the new 
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The Significance of Puppet Governments 

governments and of a “cooperative attitude.” The Japanese have 
got even tried to keep very secret the fact of their negotiations with 
the persons whom they have chosen as heads of these organizations. 
The Japanese Government has claimed more than once to be highly 
interested in their protection. When Chinese traitors in Japanese 
pay have been assassinated, Japan has demanded strong measures 
for the suppression of terror gangs in the Settlements and Conces- 
sons; although such questions of police precaution are strictly and 
legally no business of Japan’s. To find the men to take jobs under 
the new government, Japan has made use of its great net of agents, 
as in Manchukuo; agents who have received open praise in de- 
tailed articles of Japanese magazines in the English language. And 
as in Manchukuo, the true character of these governments becomes 
clearer if one looks at the type of men who form the majority of 
the Chinese figureheads and notes the great number of Japanese 
oficials and advisers employed to supervise them. 

In other words, the new governments are in fact not very dif- 
ferent from special branches of the Japanese Government in China. 
The temporary passing over of the legal power from the Chinese 
National Government to the Japanese army of occupation does not 
give the latter sovereign rights. Japan has therefore created, in order 
to assert the rights it needs, fictitiously independent branches of its 
own government. 

There is, however, a problem in this embarras de richesses of 
political power. The real masters are the Japanese Special Service 
Bureau and the Military Police, who both try to uphold their in- 
fluence. The two groups seem occasionally not to be on good terms 
with each other; and it is not easy for the Chinese puppet officials 
to cater to the right men in this changing game of Japanese power 
politics. The two “Kingmakers,” General Doihara and General Kita 
(now replaced) are said to be themselves in different camps. The 
result is a confusion under which nobody suffers more than the in- 
habitants of the territory. They have to fill the pockets of all their 
competing masters, including the Chinese puppets. Sometimes the 
guerillas also demand a share. 

Recently the Tientsin issue has brought Japanese policy to the 
point of a final challenge. Pressure has been brought upon Great 
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Pacific Affairs 
Britain to change its policy towards “cooperation”; to support the 
Federal Reserve Bank notes and withdraw assistance to the Chinese 
national currency; and to hand over the silver deposits in British 
banks in the British Concession at Tientsin belonging to the Chi- 
nese national banks. These demands are the logical second step 
from the creation of the new Chinese nominal governments to the 
replacement of the Nine Power Pact by the “New Order.” So far 
Japan has not succeeded in bringing about any change through 
pressure. The formula accepted in the negotiations in Tokyo in 
July of this year in which Great Britain recognized the existence 
of military operations in China and the special necessities of the 
Japanese army for its protection and the maintenance of order in 
the controlled regions does not alter the situation legally. It is in 
its wording simply a statement of fact. It does not, for instance, 
express any opinion with regard to the legality of the Japanese in- 
vasion. The effect of the European war remains to be seen. The 
reported Japanese demand for withdrawal of British and French 
troops from Shanghai has no legal background at all. 

Even if it could be assumed that the plainly illegal Japanese in- 
vasion of China were in fact legal, it is clear that the Japanese 
attempt to take advantage of the occupation of Chinese territory 
in order to set up puppet governments is contrary to international 
law. The whole artificial legal construction is hollow. Japan is 
trying to consolidate, without having won its undeclared war 
against China, a position which depends on the outcome of the war 
and on the strong or weak attitude taken by third powers. If it can 
succeed in thus harvesting the fruits of victory without even having 
won the victory, the result will be a clear Japanese predominance 
in East Asia and the end of the Nine Power Pact, the Open Door, 
and the system that has prevailed since the Washington Conference. 
The consequences for the whole world, and especially for the 
United States, would be unpredictable. 

Walter Hines Page School of International Relations, 
Johns Hopkins University, September 1939 
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THE SINO-JAPANESE CURRENCY WAR 
D. K. Lieu 


+ a currency war takes the form of a deprecia- 
tion race. That is to say, Country A depreciates its currency in order 

to gain some advantage over Country B in the matter of foreign 

trade, and then Country B retaliates by making its currency even 

cheaper than that of Country A. In this way, each country hopes to 

increase its exports and decrease its imports. 

The present Sino-Japanese currency war is, however, of an en- 
tirely different nature. It is the aim of the Japanese to circulate a 
kind of paper money in those areas of China which are under their 
occupation, in order to supersede the Chinese legal tender. Through 
control over the currency, Japan expected to complete its economic 
domination over these areas. Besides, as it did not mean to support 
the notes with foreign exchange or any other thing of value, it 
would be an inexpensive way of financing the campaign in China. 
Neither Japan nor China tried to devalue its own currency, as a 
means of waging the currency war. On the contrary, both wanted 
to maintain the value of their monetary units. This sort of currency 
war is in many respects unique in the history of economic warfare. 

Unfortunately for Japan, however, the Chinese legal tender notes 
have exhibited a remarkable tenacity in remaining in circulation 
in spite of the repeated Japanese attacks on them. Not only has their 
circulation widened in the unoccupied areas, but even in those under 
Japanese occupation they have not been driven out of circulation by 
the various kinds of notes issued by Japan or the Japanese sponsored 
regimes. The Chinese people everywhere still prefer the legal tender 
notes, although heavy penalties are exacted from those who use 
them in some of the occupied areas, especially in North China. 
Why is this so, and what are the various measures which the 
Chinese and Japanese Governments have taken in connection with 
this currency war? 

At the beginning, the Bank of Chosen (Korea) in Tientsin, ap- 
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Pacific Affair; 
parently under the instructions of the Japanese Government or the 
Japanese army (under the peculiar political system and tradition of 
Japan, the army is free to do many things without the approvy,| 
of the Government), began in the fall of 1937 to force Japanese yen 
notes into circulation. The amount issued was at first 20 million yen, 
which increased to about 30 million towards the end of the year. 
It was thought that North China could easily be converted into 
another Manchukuo, and the circulation of these yen notes would 
bring it into the fold of the yen bloc. However, the Chinese populace 
did not welcome these notes, and they fell to a discount in the 
market much lower than their par value, which was about one yen 
to 96% cents in Chinese currency, would justify. 

Meanwhile, Japan had already exercised exchange control. China, 
contrary to established precedents, did not throughout the first 
eight months of the war suspend the operations of its exchange 
equalization fund, but foreign exchange was bought and sold as 
freely as if nothing had taken place. Hence, during that period, the 
exchange rate of the Chinese dollar was maintained at 1s. 2'4d. 
as it had been before the war. To prevent any undue depletion of 
foreign exchange resources, withdrawals of bank deposits were 
limited to five per cent each week, and the maximum amount that 
might be withdrawn during any week was limited to $150, except 
where funds were needed for payment of salaries and wages. As it 
thus became very difficult for any one to obtain large amounts of 
legal tender notes for the purchase of foreign exchange, the pressure 
on the exchange market was comparatively light during the period. 
From July, 1937, to March 10, 1938, there were only some unim- 
portant skirmishes in the currency war. 

On the latter date, which marked the beginning of the second 
stage of the currency war, the so-called Federal Reserve Bank, 
established by the Japanese-sponsored regime in Peiping, began to 
issue its own notes. These could not be used to buy foreign exchange, 
as Japan was not willing to spare any of its foreign exchange re- 
sources for the purpose, but they could be exchanged for Japanese 
yen notes, and were therefore linked to the latter. As they were 
issued by a nominally Chinese bank, they were expected to be more 
acceptable to the Chinese public, and to drive the Chinese legal 
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The Sino-Japanese Currency War 
tender out of circulation in North China. Hence, on June 10, just 
three months after the issue of the F.R.B. notes, the Peiping regime 
jsued an order prohibiting the circulation of Chinese legal tender 
notes in the occupied areas in North China. However, this order 
failed to produce the desired effect, as the Chinese people in the 
occupied areas still preferred the old legal tender. As the latter were 
accepted by Chinese and foreign banks in China for the purchase 
of foreign exchange, although within certain limitations, as will 
be explained later, they commanded a higher value than the F.R.B. 
notes and prevented them from getting into circulation. As a report 
in the leading English-language financial journal in Shanghai put 
it, these latter notes were sent back to the bank as soon as they were 
issued, until the bank’s reserve consisted of nothing but its own 
notes. 

Finding that these notes were not well accepted by the local popu- 
lation, the Peiping regime launched another attack on the Chinese 
legal tender currency. In August 1938 it issued another order fixing 
the value of the legal tender notes bearing the names of the Banks 
of China and of Communications in Tientsin at go per cent of that 
of the F.R.B. notes. In February 1939 the value was further reduced 
to 60 per cent. Next month, on the anniversary of the issue of the 
F.R.B. notes, it was again ordered that the legal tender notes should 
not be allowed to circulate in the occupied area in North China. 
This time, however, knowing its own weakness, the Peiping regime 
limited the enforcement of the order to Peiping, Tientsin, Tsingtao, 
and eight other cities under its control, instead of the whole occu- 
pied area. In spite of all these efforts, the legal tender notes remained 
in circulation. In April 1939, after a whole year’s effort on the part 
of the Peiping regime to discredit the legal tender notes, they com- 
manded in the area under its control a premium of approximately 
50 per cent over the F.R.B. notes. 

Meanwhile, the Japanese wanted to buy Chinese agricultural prod- 
ucts from the country districts in North China which they had not 
been able to occupy, where Chinese guerillas exercised full control. 
Through these guerillas the Chinese Government prohibited the 
circulation of F.R.B. and Japanese yen notes. The local population 
also rejected them. Hence even the Japanese themselves preferred 
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Pacific Affairs 
the legal tender to the F.R.B. notes, which was another explanation 
of the failure of the scheme. 

Although the Chinese National Government knew full well that 
the F.R.B. notes would not be able to drive its legal tender out of 
circulation, yet the Japanese might exchange F.R.B. notes for legal 
tender in the market, even at the prevailing discount rate, and then 
use the legal tender to buy foreign exchange from the Chinese 
Government banks. This would amount to a transfer of Chinese 
foreign exchange resources to Japanese hands. Consequently, on the 
very day on which the F.R.B. began to issue its own notes, the 
Chinese Government put into effect a scheme of foreign exchange 
control. All those who needed foreign exchange, Chinese and for. 
eigners alike, had to apply through their banks to the Bank of 
China, and the applications were to be passed upon by a committee 
appointed by the Chinese Government. Although the Government 
was generous enough to supply exchange even to the Japanese banks 
in China, within certain limits, a large scale raid on Chinese ex- 
change resources by Japan and its puppets was thus impossible. 

The Chinese Government was able to control the scale of ex- 
change in this way because some time previously it had already 
obtained control, as far as export bills were concerned. All exporters 
had been ordered to sell their bills to the Chinese Government 
banks, and the Maritime Customs would not allow any goods to 
be exported unless this was done. In this way, the foreign exchange 
obtained in payment for Chinese exports was concentrated in the 
hands of the Government banks. In addition, the Government had 
a large foreign reserve acquired through the sale of its silver stock, 
which had been nationalized when the new currency system was 
put into effect in 1935. 

When the Government banks began to limit the supply of foreign 
exchange to the market, a black market naturally emerged, as it 
always does in any country where exchange control is exercised. 
Some people still had certain small amounts of foreign exchange, 
because they received remittances from abroad, and the foreign 
banks in China were also in a position to supply some exchange. 
When those who needed foreign exchange could not obtain it from 
the Chinese Government banks, they naturally turned to these 
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The Sino-Japanese Currency War 
sources, and paid higher rates. The Government banks, when they 
supplied exchange at all, still sold it at the official rate of 15. 2d. 
but the heavy demand on the other sources depressed the black 
market rate until it fell in June 1938 to somewhere around 81, pence. 
In spite of this depreciation of the exchange rate the legal tender 
money still, as has been mentioned above, commanded a premium 
of about 50 per cent over the F.R.B. notes. The Japanese yen had 
also a black market rate in Shanghai and Hongkong, which was 
lower than that of the Chinese dollar. The black market rate of 
the latter remained more or less stable between June 1938 and 


June 1939. 
oa sort of activity was indulged in by some speculators 
soon after the F.R.B. began to issue its notes. By some inex- 
plicable mode of reasoning on the part of the promoters of that 
bank, these notes were declared to be at par with both the Japanese 
yen and the Chinese dollar. Now the official rate of the yen was 
1s. 2d., and that of the dollar, 1s. 214d. If the F.R.B. notes were to 
be at par with both, it meant the absurd assumption that 1s. 2d. 
was equivalent to 1s. 24d. What the bank meant to do was per- 
haps to depress the value of the Chinese dollar at the very start, 
but as it failed in attaining that object, and the F.R.B. notes could 
not be presented to the bank for redemption in Chinese legal tender, 
but had to be exchanged at a discount for the latter in the open 
market, some clever people began to find a way of making money 
out of the situation. They bought up large amounts of the F.R.B. 
notes at the discounted rates, and presented them for redemption 
at the bank in yen notes. As they could not sell these yen notes to 
the Japanese banks in North China, they shipped them to Shanghai 
and obtained legal tender notes for them there. Then the legal tender 
notes were again shipped to Tientsin, where they were used to buy 


profit of about 7 per cent was made. 
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more F.R.B. notes, and these were again exchanged for yen notes 
at the F.R. Bank. From each complete transaction of this kind, a 


Such transactions produced two results. In the first place, the 
F.R.B. notes were sent back to the bank as soon as they appeared 
in the market, so that the bank was really issuing yen notes instead 
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of its own paper money. But the yen notes did not remain jy 


circulation either, for they went to the vaults of the Japanese banks | 
in Shanghai to which they were later sold. Secondly, because of | 
this large influx of yen notes from North China to Shanghai, the 


Japanese banks in Shanghai were compelled to depress the value 
of their own currency in order to discourage such practices. Hence 
yen notes in Shanghai were also at a discount when exchanged for 
Chinese currency. In the early part of 1939 the discount was as high 
as 17 per cent. 

Now it must be remembered that yen notes were still officially 
maintained at 1s, 2d. in Japan, although in Shanghai they were 
worth less than the Chinese dollar which stood at about 84d. Con. 
sequently travelers found it profitable to buy yen notes in Shanghai 
before they went to Japan, and after they had defrayed all their 
expenses in that country, if they were able to sell the remaining 
notes for foreign currencies there, they often got back more than 
what they had before starting. Those who intended to travel on 
Japanese ships from Japan to America also came to Shanghai first 
in order to pay the fare in depreciated yen. As a result, the Japanese 
Government was forced to limit the amount of yen notes which 
any traveler might bring into or out of the country, and the con- 
nection between yen notes in China and in Japan was practically 
severed, 

On the other hand, the Chinese Government not only maintained 
the official exchange rate of 1s. 244d. in all transactions with im- 
porters and exporters, but also tried to keep the open market rate 
fairly stable at around 84d. This was done through the operation 
of a small equalization fund, which, though never officially con- 
firmed, was said to have amounted to five million pounds sterling. 
Finding this experiment successful, the Government announced 
on March 9, 1939 the formal establishment of a new equalization 
fund of ten million pounds, half of which was contributed by the 
Chinese Government banks and half by the Hongkong and Shanghai 
Bank and the Chartered Bank of India, Australia and China. This 
strengthened the confidence of both Chinese and foreigners in the 
legal tender currency, and its exchange rate was maintained at a 

stable level. Thus the Chinese Government actually shouldered the 

« 418 » 


The Sino-] 
jouble resp 
sonal existe 
ate of for 
most of th 
centers of | 
In Mare 
satisfied W 
Japanese e 
and issued 
instead of 
that the F 
the Chine 
Japanese 
war, not 
the Hwa 
also depre 
the other 
in the ma 
currency 
ported tc 
foreign 
bank itse 
the mark 
essary to 
came ust 
Some 
opinion 
because 
policy. ] 
issue of 
than go 
market, 
the poli 
its legal 
change 
ance, it 


which | 


The Sino-Japanese Currency War 

jouble responsibility, during a period of strenuous struggle for na- 
sonal existence, of maintaining both the official rate and the market 
ate of foreign exchange. The task was especially difficult because 
most of the treaty ports which had been the trade and financial 
centers of the country had fallen into the hands of the enemy. 

In March 1939 began the third stage of the currency war. Not 
satisfied with the experiment of the F.R.B. in North China, the 
Japanese established the Hwa Hsin Commercial Bank in Shanghai 
and issued notes which were to be redeemable in Chinese dollars 
instead of Japanese yen. This meant that the Japanese had realized 
that the F.R.B. notes, instead of serving as a weapon to break up 
the Chinese currency system, had done just the reverse. It was the 
Japanese yen and the F.R.B. notes themselves that suffered in the 
war, not the Chinese dollar. The new idea was therefore to link 
the Hwa Hsin notes to the Chinese dollar, so that if they should 
also depreciate there would be no effect on the Japanese yen. If, on 
the other hand, they should be able to circulate in large quantities 
in the market, any effect of inflation would be borne by the Chinese 
currency as a whole. The Hwa Hsin Bank, like the F.R.B., pur- 
ported to give the Chinese people a “sound” currency, but since 
foreign exchange could not be obtained with these notes at the 
bank itself, they could be issued to any amount until they saturated 
the market. The slow rate at which they were first issued was nec- 
essary to make them acceptable to the public. Once the people be- 
came used to these notes, a policy of inflation could be pursued. 

Some foreigners in Shanghai seem to have a more favorable 
opinion of the Hwa Hsin notes than of those issued by the F.R.B., 
because they approve the apparently “conservative” Hwa Hsin 
policy. But taking the Chinese currency system as a whole, the 
issue of a new series of notes, by whatever agency, does more harm 
than good. It increases the quantity of circulation media in the 
market, and promotes inflation. Since the war began, it has been 
the policy of the Chinese Government to limit the circulation of 
its legal tender notes to avoid inflationary effects. Although the ex- 
change rate has gone down, because of an unfavorable trade bal- 
ance, it has little to do with the quantity of notes in circulation, 
which has not been much increased. In fact, a semi-official figure 
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gives the total issue at present at 2,200 million, an increase of only 
500 million dollars during the two years of war—a rate of increas: 
even lower than before the war. The issue of the Hwa Hsin noes 
is, in the circumstances, both unnecessary and harmful to the Chj. 
nese currency system. 

It might be argued that, since the Hwa Hsin notes are redeem. 
able in Chinese legal tender, their issue could not increase the tota| 
quantity of money in circulation, as for every dollar of these notes 
issued, a dollar of the legal tender currency must be kept in the 
bank as reserve. This might be the case at the beginning; but if 
the population were to accept these notes freely, and not presen: 
them for redemption, a 100 per cent reserve in legal tender would 
not be necessary, and large quantities might be issued to suit the 
convenience of Japan. 

The Chinese Government took certain measures to meet this new 
Japanese attack. Again a limit was placed on the withdrawal oj 
bank deposits in Shanghai, which was to serve a three-fold purpose. 
First, the quantity of legal tender notes in circulation there was 
thus limited, a sort of deflationary policy as an antidote to the 
Japanese scheme of inflation. Second, the difficulty of obtaining legal 
tender notes lightened the pressure on the exchange market there, 
since exchange could only be bought with legal tender. Third, the 
Hwa Hsin Bank found it more difficult to obtain legal tender notes 
against which it might increase its own note issue. As has already 
been explained, this bank at first adopted a conservative policy in 
note issue, and took care not to issue too much lest it should not 
be able to redeem the notes in legal tender. When the supply of 
the latter was limited, the bank was naturally compelled to limit 
its own issue too. As the value of a currency is affected by the 
quantity in circulation relative to the requirements of trade, this 
deflationary policy of the Chinese Government tended to enhance 
the value of the legal tender notes. 

The second limitation on bank withdrawals was slightly different 
from the first, which had been put in effect in August 1937. In 
the earlier case, the limitation applied to deposits prior to August 
14, when warfare broke out in Shanghai, but new deposits after 
that date were not subject to such limitation. Checks might still 
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The Sino-Japanese Currency War 

be drawn against these earlier deposits, but they were not cashed 
in legal tender notes, and they could therefore only pass from one 
endorser to another, until they were again deposited in some bank. 
Thus the so-called Wei Wah currency came into existence. These 
checks were accepted by business men, but at a discount as compared 
with cash payments. As more and more cash was drawn out of the 
banks within the limitations of the Government regulations, these 
“frozen deposits” were gradually liquidated until on June 30, 1939 
only 22 million dollars of them remained in the Shanghai banks. 
In other cities, where bank deposits had not been very large before 
the war, they had presumably been liquidated entirely. 

In the present case, however, the limitation of withdrawals was 
confined to Shanghai alone, and the amount withdrawable was 
limited to $500 per week. Also, it applied to deposits made after 
the war. Although statistics are not available as to the exact amount 
of deposits so affected, it must run up to ten figures, as pre-war 
deposits had accumulated in Shanghai. The effect of this measure, 
taken in the latter part of June 1939 several weeks after the Hwa 
Hsin Bank began to issue its notes in Shanghai, was therefore very 
far reaching. 


A apouT the same time, it was realized that the open market 
operations of the new equalization fund had apparently en- 
couraged imports to such an extent that a large import surplus 
was shown in the Customs figures. Meanwhile, the Japanese were 
tightening their control of exports through the occupied ports. The 
Chinese Government was therefore made to pay for the imports, 
most of which had gone to the occupied areas, while it could not 
obtain the foreign exchange from the exports which originated there. 
Besides, although the open market operations of the equalization 
fund strengthened the people’s confidence in the legal tender cur- 
rency, it also made possible a flight of capital, and gave the Japanese 
a chance to obtain foreign exchange from the fund. So, in the early 
part of June, 1939 the Chinese Government decided to change its 

policy, and the operations of the fund were suspended. 
So far as the Hwa Hsin notes were concerned, they had not yet 
been issued in very large quantities, and their effect on the Chinese 
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Pacific Affairs 
currency was still insignificant. The center of struggle in this third 
stage of the currency war consisted mainly in the fight for the ac. 
quisition of foreign exchange on the part of both combatants. The 
Japanese tried to control as much as possible of Chinese exports, 
with which they might either obtain foreign exchange directly, } 
selling them to other countries, or save their own foreign exchange 
resources by substituting Chinese products for those of other nations 
in their imports. Since for the Japanese purchase of Chinese prod. 
ucts no foreign exchange was necessary, it was certainly to Japan's 
advantage to do so. However, these Chinese products were mainly 
raw materials, which did not come from the cities under Japanese 
occupation, but from the country districts where Chinese guerrillas 
were active. The Chinese counter-move was planned with this in 
mind. 

From the very beginning, the Chinese guerrillas as well as the 
regular army had taken pains not to allow the products of the re- 
gions under their control to get into the areas controlled by Japan. 
It was at first rather difficult, since the inhabitants of these regions 
had to make their living by selling their products, and the market 
had usually been the treaty ports, where these products were either 
processed or exported to foreign countries. Gradually the people 
were taught to produce other things which could be consumed 
locally, or sold in other regions under Chinese control. If the prod- 
ucts had usually been for export, and there were available facilities 
for transporting them to the free ports not under Japanese occu- 
pation, the Chinese Government did its best to have them so ex- 
ported. Large quantities of tea, tung oil and other products in Cen- 
tral and South China were so exported, and the exchange obtained 
went to the Chinese Government banks. As it was not possible to 
export the cotton of North China by the same expedients, cultiva- 
tion was discouraged and a foreign traveler in the cotton districts 
there found that production had been reduced by about one half. 

Another possible way for Japan to obtain foreign exchange from 
China is to increase its exports to China. Under ordinary condi- 
tions, these exports would have to be paid by China in Japanese 
yen; but during the present war, these exports could not help Ja- 
pan’s exchange position. For, so far as North China is concerned, 
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The Sino-Japanese Currency War 

the Chinese importers need only to exchange their legal tender 
notes into F.R.B. notes in the market, and then obtain with them 
Japanese yen notes from the bank. Since the F.R.B. notes are at 
, discount, the importers can get the Japanese goods at cheap prices 
with Chinese currency, and Japan’s exchange position is hardly im- 
proved. The establishment of the F.R.B., with its notes redeemable 
in yen, has proved to be a boomerang to Japan’s export trade. Even 
in Shanghai, there is a large quantity of depreciated yen notes avail- 
able, and Japanese imports into China can be paid for with them. 
So long as Japan cannot obtain foreign exchange with the legal 
tender notes, a heavy demand for Japanese goods in the Chinese 
market is of little benefit. 

For these reasons, Japan has adopted a policy which would other- 
wise appear to be contradictory to its own trade interests. It has 
prohibited the export of goods to China, and the prohibition has 
only been partially lifted for goods which it cannot sell very well 
elsewhere. Even the importation of bean oil and bean cakes from 
Manchuria to China Proper once came under similar restrictions, 
for Japan could get foreign exchange with these commodities if 
they were sold to other countries. Later it was decided that these 
products might be exported to Shanghai, but must be paid for in 
sterling. Since the Chinese Government had stopped supplying 
foreign exchange to the Shanghai market, Japan had to scramble 
with other importers for whatever exchange was available there. 

The issue of several kinds of currency in China under Japanese 
sponsorship, on entirely different bases, has already given rise to 
many complicated problems, some of which have been discussed 
above. These have proved difficult for Japan to solve, and it is re- 
ported in the newspapers that Japan is now trying to adjust the 
various issues. But there is an additional problem in connection 
with the fight for foreign exchange. At first sight there seems to 
be no apparent contradiction between the schemes of note issue 
and the fight for exchange resources, but a contradiction does arise 
when both policies are pushed to their logical conclusions. If we 
were to suppose that Japan could succeed in ousting Chinese legal 
tender notes from the occupied areas, so that only Japanese-sponsored 
currency had any circulation there, it would not be able to derive 
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much foreign exchange from trade control in China. It might gain 
nothing at all, and it is even probable that it would have to bear — 
the burden of the unfavorable trade balance in these areas. 

For, as far as the cities in these areas are concerned, they have ; 
little to export, and even that little depends on an adequate supply “ 
of raw materials from the country districts. On the other hand, they ~ 
import large quantities of foreign goods. If the economic relations 
between these cities and the country districts should be entirely 
severed, the foreign trade position of the cities would certainly be 
unfavorable. The Chinese Government is trying to accomplish this F 
result through the activities of the guerrillas in the country districts, — 
and the disappearance of the Chinese legal tender notes from the 
_ occupied cities would facilitate its accomplishment. Japan now pays 
for the products of these districts with the legal tender notes. When 
they disappear, it will have nothing to make payment with, as 
China is and has been able to prohibit the circulation of Japanese- 
sponsored currencies in these districts. The farmers are also un- 
willing to accept them for payment, and Japan will have to employ 
a large army to collect agricultural products from individual farmers 
at the point of the bayonet. 

With the occupied cities so segregated from the country districts, 
Japan will obtain little from its control of Chinese exports. But 
the imports into these cities still have to be paid for, in foreign 
exchange. Since the Chinese Government has already stopped sup- 
plying foreign exchange for the purpose, the burden will from now 
on fall on Japan. The logical step for Japan is to limit imports, 
and even with very strict limitation, it is doubtful if it can create 
any export surplus. Japan may now demand payment in sterling 
in Shanghai for Manchurian bean imports, but there is now little 
sterling exchange in Shanghai for the purpose. The trend of foreign 
trade at Shanghai is already heading in this direction, although 
Chinese legal tender currency has not yet disappeared from circu- 
lation there. 

To sum up, it may be pointed out that during the first stage of 
the currency war Japan gained little ground, while China hardly 
paid any attention to the attack. The value of the Chinese currency 
was maintained at the old level through unlimited operations of 
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The Sino-Japanese Currency War 
the equalization fund. In the second stage, although the exchange 
rate of China’s currency had fallen, it was stabilized at a lower 
level, and still held the confidence of the people and circulated 
freely in every part of the country, including the regions occupied 
by the Japanese army. On the other hand, the F.R.B. and Japanese 
notes were not able to circulate as well, and their value depreciated 
more than that of the legal tender notes of China. In the third stage, 
the appearance of the Hwa Hsin notes has up to the present moment 
produced as little effect on the Chinese currency as the F.R.B. notes. 
The center of the struggle has shifted to a fight for foreign exchange 
resources. As Japan has only been able to maintain effective control 
over a number of cities in China, while the country districts are 
still in Chinese hands, its control over Chinese exports can be broken 
at the source of supply. China is doing its best to cut off this supply 
to the occupied cities, and the greater the currency confusion which 
Japan is trying to create in these cities, the more difficult will it be 
for Japan to obtain Chinese agricultural products for export. 

While the exchange rate of the Chinese dollar has further dropped 
in the third stage of the currency war, it is apparently reaching a 
new level where it may again remain stable for some time. Mean- 
while, the trade balance at the free ports has for many months been 
favorable to China. As the Government has begun to limit imports 
into these ports, the export surplus will naturally increase. At the 
occupied ports, Japan will, as has been explained above, soon find 
it to its own advantage to control the import trade also. According 
to the Customs figures, imports at these ports have already decreased 
since the Chinese Government stopped the operations of the equali- 
zation fund. With an improvement in the trade position, the ex- 
change rate will improve too. 

Moreover, the Chinese Government has instituted price control in 
the interior provinces, and the price level in many of these provinces 
is lower than that in Shanghai. With effective price, trade and ex- 
change control in the interior, the deterioration in the exchange rate 
in Shanghai, even if it should continue, would not affect very much 
the Chinese population in these provinces. On the other hand, the 
trade of other countries with China will suffer from the trade con- 
trol instituted by both combatants. China had, throughout the first 
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two stages of the currency war, refrained from limiting foreign im. 
ports out of consideration for the interests of the friendly Powers. 
But the new developments in the third stage have made it impera- 
tive to take this step. It is not done out of China’s own free will. 
but China is forced to do so by the repeated Japanese attacks on 
its currency system. Thus the Sino-Japanese currency war is a sword 
which not only cuts both ways, but also strikes at the vital trade 


interests of all nations concerned. 
Kunming, China, September 193 
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COMMENT AND CORRESPONDENCE 


SANCTIONS AGAINST JAPAN? 


I. spite of the outbreak of war in Europe, which has drawn 
the attention of most people away from Asia for the time being, letters 
in answer to our questionnaire on the advisability and practicability of 
sanctions against Japan have begun to come in. None have yet been 
received from Europe; but it is to be expected that people will gradually 
become aware that no settlement of the war in Europe is possible which 
does not take into account the issues which are being fought out between 
Japan and China. We urge readers once more to send us their opinions. 

A Canadian King’s Counsel writes: Professor Schumpeter’s article “is 
exactly the kind of article on Japan which should be published in 
Pactric AFFairs. ... The article is a very able, discriminating and 
exact statement of one view of this most important question. . . . I am 
not convinced that the conclusions of the writer are altogether sound, 
and I hope that in your next number there will be an article taking a 
different view, by some person equally competent. ... This is the 
kind of contribution that will help us all to have a clearer understanding 
of the issues and of what we can and ought to do about them.” 

A professor of international law in an American university believes that 
economic measures taken by the United States alone would not end the 
war in China and might stir up Japan to “reprisals.” For international 
sanctions, he thinks, a system of international government is necessary. 
He does not believe in the use of force by the United States alone, but 
thinks that the solution might be “for the United States to take the lead 
in reconstituting a system of international government.” This commen- 
tator is an American who had spent a few months in China and Japan 
and maintains correspondence with friends in each country. 

A former American officer, who has traveled especially widely in 
China, writes: “It is difficult to gain an accurate perspective of the degree 
to which the United States will be affected by the ‘New Order in East- 
ern Asia,’ as it is envisaged by the Japanese, unless one has been in 
contact with officers of the military and naval clique who are its pro- 
ponents. . . . The ‘divine mission’ concept contemplates the extension 
of the Japanese brand of culture to the four corners of the world. 
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“It should also be clearly understood that economic sanctions are a | 
form of warfare, just as war itself is a more violent form of politica! q 
struggle. Therefore when sanctions are applied they must be backed by 
a reputation or power . . . and there should exist the intention to use _ 
that power if the object of the sanctions resorts to the use of force jn 


retaliation. 


“The decision rests largely on the answers to three questions: 1) Is 
the end to be gained worth the risk of war? 2) Can the application of — 
sanctions reasonably be expected to attain the desired end? 3) Is the — 
nation against which sanctions are contemplated capable of waging war | 


in retaliation?” 


With regard to the first of these questions, this writer points out that — 
“it is patent that the Japanese military-naval clique possesses an insatiable | 
appetite for power. The leaders of this clique do not hesitate to assert — 


that their ambitions for territorial conquest are not confined to the 
boundaries of Asia. . . . At some point it becomes necessary for those 
nations whose interests are threatened to take steps to curb the predatory 
ambitions of the aggressor. The time to apply the brakes is not when 
the aggressor is in a position to challenge the power of sanctions, but 
while he is still impelled, by a disparity in military strength, to bow to 
expressions of disapproval which are short of war. It is the considered 
opinion of the majority of the military and journalistic observers in the 
Far East with whom I have talked, that sanctions would stop Japan 
now.” 

This writer believes that Japan is impotent to retaliate against sanc- 
tions. “Japan now has committed to the mainland of Eastern Asia ap- 
proximately 50 army divisions, or over a million men. Probably another 
20 divisions are under arms in Japan. Yet Japan has made no essential 
gains in China since the capitulation of Hankow in October, 1938. 

“I agree with Professor Schumpeter that the public has in the past 
been given a partial and unbalanced picture of the situation in the Far 
East. If the public were thoroughly educated as to the objectives of 
Japan ...1I believe that the American people would have demanded 
that punitive action be taken long ere this.” 

On the other hand, this correspondent differentiates between the 
military and naval clique and the Japanese people. The Chinese, he 
points out, make this distinction. He believes that if the clique is thor- 
oughly discredited it might be subordinated to the civil will, thereby 
contributing to a return of sanity to the nation. He concludes: “While 
it is humane and just to consider the effect of economic sanctions on 
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Comment and Correspondence 
the Japanese people, it should be remembered that the Chinese people 
are also entitled to just as humane treatment. The immediate purpose of 
sanctions is to stop the war in China by depriving the Japanese military 
of the means of waging war.” The ultimate result would be “to dis- 
credit the egotistical and power-hungry military-naval clique. When the 
Japanese people have learned that aggression does not pay, but that 
nations are disposed to aid Japan to solve its economic and social prob- 
lems in a peaceful and orderly manner, America should lead the way in 
achieving such a solution.” 

An independent New York business man, who has first-hand knowl- 
edge of Japan but not of China, answers our questionnaire (see Paciric 
Arrairs for September) as follows: 

1. He believes that sanctions against Japan would end the war in 
China. 

2. He believes that sanctions against Japan would not lead to further 
war. 

3. He believes that sanctions should be international. 

4. He believes, however, that sanctions could be successfully applied 
by one nation; for example the United States. 

This correspondent also points out, in an accompanying letter, that 
sanctions must not be separated from other aspects of policy or lack of 
policy. It is necessary to provide countries like Japan and Germany with 
an alternative to war as a way to prosperity. 

Finally, we quote from a letter from a British army officer with many 
years of experience in Asia. This letter was not written in comment on 
Dr. Schumpeter’s article, but some of its remarks are pertinent. The 
writer does not believe that Japan will “break down,” financially or 
economically. He does believe, however, that Great Britain and America, 
by “withholding exports,” could place Japan “in a parlous condition.” 
In fact, an ultimatum from Great Britain and America “would probably 
not only save foreign interests but relieve pressure on China.” 

Among replies received just as we go to press is one from a Canadian 
who believes that sanctions against Japan would end the war in China 
and would not cause further war. While sanctions should be international 
if possible, American sanctions alone would be sufficient. This answer 
is interesting because it came from someone who had seen the Paciric 
AFFAIRS questionnaire copied elsewhere. 

Another answer, in the same tenor, from an American with long 
first-hand experience of the Far East, including contacts with Japanese 
in Shantung, Manchuria and Shanghai, encloses an interesting refer- 
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Pacific Affairs 
ence to an American skilled mechanic who has been engaged to go to 
Japan. The American factory in which this man worked is being trans- 
ferred to Japan in entirety. He will train Japanese to do the work he used 
to do. His own son, formerly employed in the same factory, is now unem- 
ployed. When he returns to America, will he himself be unemployed, 
while the transferred American factory works at full pressure to conquer 
China for the Japanese? 


To the Editor of Paciric AFFars: 
Sir: 


Having read Mrs. Schumpeter’s article and your comment on its 
contents and reasoning, I frankly feel I should not like to be polled 
concerning the problem of sanctions against Japan. However, I fee! 
very strongly that the article deserves a purely professional criticism, 
though, of course, I may be counted among the “people” and be dis- 
carded as an “expert.” 

1) There are people who expect “experts” to formulate their policies. 
There are “experts” who wish to formulate policies. I feel that both of 
them are wrong. Experts are needed to advise on policies which have 
been decided upon by others—in a democracy, by “The People.” Experts 
may have to point out the inconsistency of such policies with fact or 
reason. Unless such inconsistency exists, experts should be satisfied with 
giving their advice not as to what should be done, but what could be 
done, and how. 

It is, of course, the easiest course for the expert to advise simply to 
do nothing. Such an easy exit, however, requires legitimation just as 
much as any other advice. I cannot help feeling that Mrs. Schumpeter 
has failed to establish her case for doing nothing, though much of her 
criticism of the embargo advocates seemed justified, sound and even 
insufficient at the time of its publication. 

2) Mrs. Schumpeter’s argument is centered upon the Japanese supply 
of raw materials and equipment. She proposes a group of five points 
which ought to be considered. At least two of them, I think, need not 
trouble anyone advocating an embargo on exports to Japan. 


a) As to the amount of production in Japan and Japanese con- 
trolled territory, any production which can be mobilized there, 
will be mobilized regardless of cost at present, before imports 
are paid for and ordered. Insofar as any foreign supplies are 
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Comment and Correspondence 
drawn upon, they are needed only to supplement domestic pro- 
duction and production in dependent territory. Therefore, the 
extent of such production need not be considered for the embargo 
argument. 

b) The amounts of essential materials stored in Japan might deter- 
mine the time which it would take for sanctions to become 
effective. In no other way could they impair the arguments of 
the embargo adherents. 


On the other hand, I think Mrs. Schumpeter, writing in June, has 
missed an opportunity in omitting to point out that many commodities 
which Japan now buys in the United States could, despite an embargo, 
have been bought just as well elsewhere—at that time especially in 
Hamburg—at a price probably higher, though not prohibitive. E.g., 
her considerations concerning American oil sanctions against Japan 
wrongly left out of consideration that Japan could have bought for 
cash whatever oil it wanted in Hamburg, before the British blockade 
began. Therefore, oil sanctions could not have been applied effectively 
against Japan. 

Now, however, it would seem that, for the duration of the war in 
Europe, the situation has changed, and oil sanctions might become ef- 
fective if attempted. Mrs. Schumpeter’s argument that the Anglo- 
Dutch oil combine would feel obliged to supply Japan with oil against 
the wishes of its management, “because of the vulnerability of Nether- 
lands India,”? would not seem valid. Although we may imagine a 
Japanese attack on the Dutch islands in the Pacific, we can scarcely 
expect such an attack to yield oil, as it would probably lead to the 
destruction of the oil wells which are said to be prepared for just 
such an emergency. Moreover, Dutch defensive power in the Pacific is 
probably underrated. 

If oil sanctions were attempted, I cannot see how Japan could utilize 
resources of its own, not yet tapped. Coal shortage in Japan and 
Manchukuo—now combined with the additional load placed on Japan’s 
coal supply by the drought of 1939, which reduced Japan’s production 


1 Anyone discussing the stock of essential commodities held in Japan, however, 
could scarcely fail to realize that according to the Japanese warehouse statistics, 
stocks of goods in general, with the exception of cotton piece-goods, seem to have 
considerably declined. 

? With regard to aluminum, Mrs. Schumpeter understates her case. Most of Japan's 
aluminum production is not dependent on bauxite from Netherlands India, as Japan 
—and Manchukuo—tend generally to use domestic raw materials inferior to 
bauxite for the production of highly protected all-Japanese aluminum. 
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Pacific Affairs 
of hydro-electric power—greatly reduced whatever expectations were 
held in Japan with regard the production of oil and gasoline from coal,” 

3) Before the outbreak of war in Europe, I should thus have been — 
inclined not only to share but actually to add to some of Mrs. Schum. ; 
peter’s economic arguments against an American export embargo on 4 
war supplies for Japan. On the other hand, many of her specific points, | 
even at that time, were far from convincing. i 

Mrs. Schumpeter’s table of Japanese exports of ores and metals, metal | 
manufactures, scientific instruments, etc., machinery and parts (p. 254) ; 
is given in values of millions of yen. Careful checking of these figures, | 
however, would have shown that the quantities exported in 1938 were — 
rather less than in 1937, because of the rise in Japanese export prices.3 7 
This rise in prices has led to the loss of most of Japan’s export business : 
to countries outside the yen bloc. No such rise has taken place in the — 

‘ prices of Japanese imports. The decrease in the “net imports” of 1938, — 
as against 1937, is solely due to the item “ores and metals” and largely 4 
the result of lower import prices, on the one hand, and reduced import © 
quantities—causing conditions of an acute metal shortage in Japan— — 
on the other hand. 4 

As for the manufactured products of the tabulation, aggregate net 
manufactured exports dwindled from 87 million yen in 1936 to 46 
million yen in 1938, with net imports of machinery increasing from 
10 million yen in 1936 to 80 million yen in 1938. 

Mrs. Schumpeter refers to the increase of Japan’s productive capacity 
for so-called peace-time needs. Actually, this increase of “productivity” 
is so unproductive in terms of peace-time conditions that it could be 
justified only for a very long war period. Mrs. Schumpeter herself points 
out that future war with the Soviet Union was alleged to be the cause 
for uneconomic developments; but why not war with the British, French 
and Dutch Empires, or war with the United States? 

The figures quoted by Mrs. Schumpeter actually show that Japan is 
generally unable to provide for its normal needs of technical equip- 
ment. In 1937 and 1938, under the stress of war, Japan’s dependence 


3 Cf. “Inflation and Prices in the Yen Bloc,” Far Eastern Survey, August 2, 1939, 
pp. 183 ff. 

* Even railway rolling stock cannot now be supplied in sufficient quantity from 
Japanese establishments for the railways of Japan, Manchuria and China, while 
formerly Japan was an exporter of rolling stock. Japan’s narrowest bottleneck in the 
production of technical equipment is the lack of skilled workers, whose wages have 
risen very high. The shortage antedates the Sino-Japancse hostilities. Cf. Hallett 
Abend, Saturday Evening Post, August 19, 1939, and Asia, July 1939, p. 375. 
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Comment and Correspondence 
on foreign supplies of such equipment has rapidly grown, while stagna- 
tion, if not actual decrease of exports, shows its inability to provide 
jor its present needs, including those of Manchukuo and occupied 
China. Mrs. Schumpeter’s conclusion, “it is obvious that Japan is now 
in a position to produce most of the machinery it uses,” conveys a 
meaning which certainly could not be derived from the facts. 

As matters stand today, after the outbreak of war in Europe, Japan’s 
dependence on the United States has sharply increased. The most suc- 
cessful competitor of American manufacturers in the Japanese—and 
Manchurian—markets has been Germany, whose nationals were granted 
preferential treatment and were supplied with Government credit facili- 
ties for their expanding business with Japan. Already, orders originally 
intended for Germany have been diverted to the United States. 

As we have to deal with an acute situation, Mrs. Schumpeter’s refer- 
ence to potential Japanese supplies complicates the argument, without 
adding to it. As it is, we have to deal not with potential supplies— 
which, in principle, i.e., technologically, are nearly unlimited anywhere 
—but with actual supplies which could be used within a short time. 

In discussing available Japanese supplies, however, facts impairing 
Japan’s productive capacity and its utilization must not be overlooked. 
There is now, e.g., an acute shortage of ammonium sulphate in Japan, 
resulting in small imports of nitrate of soda from Chile and in large 
imports of beancakes from Manchuria as substitute fertilizers. As a 
result, beancake and soy bean prices in Manchuria have risen to such 
heights—Dairen prices rising beyond London parity—that the Man- 
chukuo Government has felt compelled to take measures against this 
price development. Production of sulphate of ammonia in Japan suffered 
from an insufficient power supply while production in Manchuria had 
to be sharply reduced for lack of water and coal in Dairen. 

This coal shortage, which extends all over the Japanese sphere of 
influence, is generally underrated by Mrs. Schumpeter.® This is espe- 
cially noticeable in her discussion of Japanese oil supplies. Actually, 
the production of Manchurian shale oil seems to exceed now 120,000 tons 
annually. As to oil from coal,® however, little seems to have been achieved 


5 For a while, even the supply of coal for the porcelain kilns (an export industry), 
was highly irregular. Only in July 1939, it was asserted, had this shortage been 
overcome. 

%In Manchukuo, one enterprise was originally expected to produce 100,000 tons 
of oil from coal in 1939; present hopeful expectations look forward to a 1939 pro- 
duction of at most 60,000 tons by three enterprises, with no reliable information 
on the actual start of production thus far. 
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Pacific Affairs © 
beyond building plants—not all of them able to turn out oil—and an. | 
nouncing plans. With a deficiency of coal in general, Japan or Man. | 
chukuo cannot be expected to supply any considerable amounts of © 


oil from coal. 


Mrs. Schumpeter’s scrap iron argument suffers from what I should _ 


call “technological” distortion. Scrap is consumed for the making of 
steel. Steel is produced for the making of steel products. Scrap “pro. 
duced” as a “by-product” in the making of steel products from stee!— 
about 20 per cent of the ingot steel used in the rolling mills—is of a 
category different from such scrap as returns from “old iron” into the 
production of steel as a raw material, the “by-product” scrap being the 
result of the use of “old iron” scrap and pig iron in the making of steel, 
As such by-product scrap totalled about one million tons in 1936, the 
proper comparison as to Japan’s original “old iron” scrap supply would, 
therefore, be between 0.8 million tons domestic and 1.5 million tons 
foreign supply of scrap, part of the former “domestic” supply being 
due to ship-breaking operations performed on old vessels imported by 
Japan for the production of “original” scrap. Assuming for argument’s 
sake the foreign scrap supply had failed in 1936, Japan would have 
been forced either to buy more expensive pig iron instead, or to 
curtail steel production. Steel production curtailment would, then, have 
amounted to 120 per cent of the foreign scrap supply—including the 
by-product scrap derived from foreign “old iron” scrap in the making 
of steel products—i.e., about 1.8 million tons of steel, or nearly one-third 
of Japan’s steel production. To this extent, Japan’s steel industry was 
dependent on foreign scrap iron supplies. 

The two basic raw materials of steel production are scrap iron and 
pig iron. In 1936, Japan depended on foreign pig iron to the extent of 
about 23 per cent of its total supply. Combining Japan’s dependence 
on foreign scrap and pig iron, it would seem that in 1936 Japan’s steel 
production depended on foreign raw material to the extent of about 45 
per cent. Moreover, as to pig iron, Japan’s dependence on foreign sup- 
plies was actually—and probably still is—increasing, with Manchurian 
exports of pig iron steadily declining, as follows: 


Mancuurian Pic Iron Exports 
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Comment and Correspondence 

Japanese pig iron production in turn depends on foreign iron ore 
imports, as Manchukuo does not export iron ores to Japan,’ and Japanese 
and Korean production of iron ores is fairly insignificant. Biggest sup- 
lier of iron ore at present is British Malaya, probably at a rate of about 
25 to 3 million tons annually. About one-third of Japan’s pig iron 
production, if not more, is dependent on these iron ore supplies which 
are accessible only because of special accommodation for the importation 
of Japanese mining labor—the formerly employed Chinese miners having 
struck—into British Malaya, an accommodation which might be 
revoked by the British authorities at will.® 

Combining Japan’s dependence on foreign scrap iron, pig iron and 
iron ores, it would seem that its steel production depends on foreign 
raw material to the extent of probably no less than 60 per cent of total 
raw material supplies. 

This actual situation can scarcely be said to have been adequately 
covered by the assertion that “in time... Japan will have ample 
supplies of domestic scrap” and “foreign imports play a minor role in 
pig iron.” This, I take it, is what most people would be inclined to 
call “wishful thinking.”® 

4) There are abroad obviously two lines of argument for sanctions 
against Japan, one moral and one politico-economic. On the moral 
issue, there is agreement among the vast majority of the American 
people. What experts can do is not to show that the majority of the 
American people are “biased by sentiment and wishful thinking,” but 
carefully to weigh the facts, and to give their well-considered opinion 
as to what could possibly be done successfully, with what losses—as the 
realization of moral attitudes usually involves losses—and what possible 
risks. 

The latter argument evidently would also have to consider the risk 
of war. However, a simple statement that this risk exists, is scarcely 


™Mrs. Schumpeter’s wording in this respect is regrettably opaque. 

8 The Australian embargo on iron ore exports has demonstrated that even such 
an incisive action could be taken without any serious ill-effects on the relations 
between Australia and Japan. 

® Wishful thinking, of course, just now plays an important role in Japanese eco- 
nomic literature, and the student is liable to be impressed. However, plan and 
performance have thus far so greatly differed that Japanese planning should not 
be taken too seriously. The grave shortcomings in coal, oil and gold production 
in Manchuria, not to mention the floods in China, are sufficient evidence of wide- 
spread inefficiency wherever the Japanese bureaucrat or general has really achieved 
the powerful position which he covets everywhere in the Japanese Empire and its 
dependencies. 
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Pacific Affairs | 
satisfactory, if it comes from an expert, as it may well be said that the 
risk of war is always faced by any existing state and government. Ever _ 
since the China Incident and because of it, the risk of war has grown © 
appreciably less, at least for its duration, as Japan has been forced to _ 
reduce its naval building to a practically negligible rate. All the other | 
naval powers have in the meanwhile greatly increased their naval build. 
ing—mainly because of Japan’s own naval policy—and Japan is now — 
rapidly losing its rank as a naval world power. 

Furthermore, in considering the risk of war, it must not be forgotten _ 
that now, for every soldier deployed in China, Japan seems to need about _ 
2 tons of transport shipping, with the result of a shipping shortage in — 
Japan’s coastal waters.!° For every soldier employed against the more 
distant Western powers’ dependencies in the Pacific area, Japan would 
need about 3 or 4 times the shipping needed for soldiers fighting in 
China. Given the present size of Japan’s mercantile fleet, it seems a 
rather safe guess that no new military long-distance expedition is likely 
as long as the China campaign is on. 

Moreover, war or mere naval action unaccompanied by expeditionary 
forces in these regions might possibly destroy resources now at Japan’s 
disposal for cash, and markets now still open, which would yield no 
rapid returns after a destructive conquest. Instead, war would probably 
interfere with such alternative supplies as might replace embargoed 
supplies, because of the inevitable disturbance of the ocean routes in 
the war area. While, of course, nobody “can be sure what the Japanese 
Army and Navy would do,” it seems fairly sure that their answer 
would not be war, unless, indeed, they wished to rival Samson’s final 
feat among the Philistines. 

5) As to the means to be employed, the expert should clearly not re- 
strict himself to choosing among those most loudly advocated; he should 
try to suggest reasonable choices. 

An American embargo on scrap iron exports in general would be 
justifiable on grounds of “conservation,” beneficial to the American steel 
industry, and harmful to the scrap merchants and to the production, 
i.e., collection, of scrap. It need not be discriminatory against Japan at 
all, though it would certainly increase the cost of Japanese steel pro- 
duction. Under the conditions of war in Europe, substitute supplies of 
foreign pig iron might be difficult to procure. 

When Mrs. Schumpeter wrote, mere American action restricting other 
American exports to Japan, would have been of relatively minor im- 


1° Asia, July 1939, p. 373 ff. 
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Comment and Correspondence 
portance; though, of course, from the moral point of view, this might 
not have been considered a valid counter-argument. Now, the situation 
seems to have changed, as most potential competitors are straining their 
resources for the European war. Thus, involuntary international co- 
operation with any American move may now be expected, even from 
such unexpected quarters as Nazi Germany. 

6) On the other hand, the expert would have to point out that the 
economic reasoning underlying the boycott movement in the United 
States is, to some extent, sounder than the embargo argument, insofar 
as it aims generally to reduce Japan’s purchasing power at its source. 
A formal general boycott of Japanese goods by the Government of the 
United States may, however, well be ruled out of the realm of practical 
possibilities. There remain definite weapons of ordinary commercial 
policy against Japan. 

First, the United States would clearly be justified in depriving Japan 
of the benefits which it now enjoys as a most-favored nation, from 
tariff reductions granted to other nations,’! especially as the United 
States is refused most-favored nation treatment everywhere in the Japa- 
nese sphere of influence, definite preference having thus far been granted 
German goods.'? In addition, there has been discriminatory preferential 
treatment of Manchurian pig iron, Chinese cotton, etc., all of which 
violates the American principle of equality in commercial policy. If this 
charge of discrimination were pressed further, the President would 
under the Tariff Act be authorized to levy very high punitive duties not 
only on Japanese goods but also on all goods imported in Japanese 
vessels. 

Secondly, the so-called “link system” and the open subsidization of 
exports to free exchange countries, including the United States, from 
the proceeds of exports to the “yen bloc” countries with their higher 
price levels offer grounds for the imposition of counter-vailing duties. 

A third possibility in this realm of “boycotting” Japan would be the 
imposition of a revenue duty on raw silk. A 50 per cent ad valorem 
duty on raw silk would yield more than U. S. $50 million annually 
at present raw silk prices, which would not be a negligible contribu- 
tion to the United States Treasury. Such a revenue duty would largely 
not be paid by the American consumer of raw silk, but by the Japanese 
producer who has to sell a fixed quantity of raw silk in the American 
market, the Treasury revenue declining with the fall in silk prices. 


11 Cf. Far Eastern Survey, December 7, 1938, p. 282 f. 
12 Cf. Far Eastern Survey, October 26, 1938, p. 241 ff. 
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Such a duty would, moreover, grant protection to the fairly “youns | 


industry” of nylon. It would evidently be a suitable means to make 


Japan pay for part of the cost of increased naval building necessitated | 


by its own naval policy. 


7) The combined effect of the scrap iron embargo and these boycott if 


measures taken singly by the United States, without the enactment o: 
any discriminatory extraordinary legislation, could easily be a total net 
reduction—including additions to Japan’s foreign exchange outlay— 


of Japan’s annual recurrent foreign exchange resources by about U. S. $< _ 


million annually. 


Additional embargo measures which would be given effectiveness by | 


the outbreak of war in Europe, would considerably add to the financial _ | 


bill and be pretty serious technologically. 
Such measures would not stop Japanese aggression in China at once 


and by themselves. They would, however, result in an appreciable | 


economic weakening of Japan. As such weakening would combine with 
other diplomatic, military, economic and physical factors which are 
nibbling at the base of Japan’s fighting power, it might possibly top 
the balance in favor of reason and peace in a future nearer than if no 
such American action were taken. 

The scrap iron embargo and the “boycott” measures outlined under 
6), would clearly not imply the risk of war seriously. Moreover, eco- 
nomic action combining real effectiveness, reasonable moderation and 
unequivocal resoluteness would probably not fail to impress the Japanese 
mind, which seems inclined to underrate popular moral indignation 
and diplomatic protests unless expressed in deeds. 

Kurt 
New York, September 1939 
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sitated NETHERLANDS InpIA: A Stupy oF Piurat Economy. By S. 
. Furnivall. London: Cambridge University Press. 1939. pp. 502. 
OVcott 25 sh. 


‘nt of 


- suB-TITLE of this important study is somewhat misleading. 


The work is not narrowly confined to a study of plural economy, or 
what the Dutch more generally call “dual economy.” It is indeed of very 
broad scope: It constitutes a history of Dutch East Indian policy and 
administration from the beginning to the present time. In fact the study 
is so largely historical that persons interested in the most recent develop- 
ments in Netherlands India will be disappointed. The story is carried 
only to 1933 or 1934 and most of the statistics employed do not go 
beyond 1930. For example, the administrative reorganization of the 
Outer Territories receives only a brief reference as a plan still under 
discussion. 

Mr. Furnivall in this work gives every evidence of having mastered 
the tremendous amount of Dutch literature on the history of Dutch 
rule in the East Indies. He knows the complicated Dutch political his- 
tory of the last century, a subject very difficult for foreigners to under- 
stand. As a general history of Dutch colonial policy and administration 
his work is excellent, though as such it has some strong rivals even in 
English. Its chief merit, and also its chief interest, lies in the numerous 
observations in which Dutch practices and policies are compared with 
those of the British in India and Burma. Mr. Furnivall’s background as 
a former colonial official gives these observations a very great actuality 
and therefore a peculiar value. 

In the concluding chapter the character and problems of a plural 
economy such as found in Netherlands India are examined. Mr. Furni- 
vall points out that a plural society is found in all of the tropical de- 
pendencies and in lesser degree even in some western states, as, for 
example, Canada. The most obvious feature of a plural society, he con- 
cludes, is the absence of a common will, “except, possibly, in matters of 
supreme importance, such as resistance to aggression from outside.” “In 
a plural society,” he continues, “the community tends to be organized 
for production rather than for social life; social demand is sectionalized, 
-] and within each section of the community the social demand becomes 
‘| disorganized and ineffective, so that in each section the members are 
debarred from leading the full life of a citizen in a homogeneous com- 
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munity; finally, the reaction against these abnormal conditions, taking | 


in each section the form of Nationalism, sets one community against the 


other so as to emphasize the plural character of the society and aggravate | 
its instability, thereby enhancing the need for it to be held together by — 


some force exerted from outside.” 

This analysis is on the whole valid, but it can easily be too sharply 
stated and its significance overemphasized. Nationalism in the European 
community is undoubtedly heightened as a reaction against the nation. 
alism in the native world, but the native nationalism is not produced 
primarily by the “abnormal conditions” in the plural society. It would 
exist if these “abnormal conditions” were wholly absent, though not in 
as acute a form. There is also a phase of the dual economy which 
receives little if any attention in this study. A native welfare policy 
requires generous public revenues. These the native economy cannot 
produce; hence the demand for a liberal welfare policy by both Western 
liberals and native nationalists leads the government to encourage the 
entrance of Western capital and enterprises. The Western enterprises, in 
turn, must import technicians and managers and require a govern- 
mental administration with something like Western standards, and the 
government, too, is impelled to recruit a larger part of its personnel from 
the West. Thus the native welfare policy and the expanding govern- 
mental services become increasingly dependent upon the tax resources 
produced by the Western enterprises, while the chasm between the 
native world and the government and the new means of production 
becomes ever wider. How to break this vicious circle is undoubtedly 
the chief and most perplexing problem of colonial policy and adminis- 
tration. 

Mr. Furnivall has written an excellent study, one in which abstract 
theory and practical observations are happily balanced. All students of 
colonial policy will gladly welcome this new addition to the literature 
of the subject. 

A. VANDENBOSCH 
University of Kentucky 


Le DéveLoppEMENT Economique DE L’INpocnine Frangaise. By 
Auguste Grandel. Saigon: C. Ardin. 1936. pp. 238. Fr. 40. 


Ris sTUDY, written prior to the outbreak of hostilities in China, 
is more than a mere recital of the efforts of French Indochina to recuper- 
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ate after the economic depression of the early 1930s. It deals chiefly with 

the natural resources of the colony and propounds in general terms a 

srogram for their development. 

It is the author’s belief that the French Empire is too loose-knit. There 
must be a greater measure of economic cooperation between mother 
country and colonies. Assured of a French market for other raw mate- 
rials, Indochina should place less emphasis and reliance upon its tradi- 
tional monoculture, rice, and should set about tapping the vast reservoir 
of its other natural resources. Such development is impossible without 
the aid of private or Government capital, and because French private 
capital has grown wary of investing in Indochina since its highly 
unprofitable speculation in Laotian mining stocks in 1928-29, it appears 
that the Government may be obliged to subsidize private enterprise in 
its Asiatic colony. 

Beyond an oft-repeated plea for increased Government participation 
in and direction of colonial private enterprise, it is apparently the 
author’s not especially original aim to arouse the interest of the general 
French reading public in the economic possibilities of its great colony 
rather than to offer a new interpretation of French colonial policy. 

E. Livrentuar 
New York, September 1939 


La MusutMaNnE ET CoLoniALe ves Pays-Bas. Par 
G. H. Bousquet, Professeur a l'Université d’Alger. Centre 
d’Etudes de Politique Etrangére. Paris. 1939." 


I, Tuts small volume Professor Bousquet deals primarily with 
Islam in Dutch Indonesia. It is a task for which he has special qualifica- 
tions, both in his intimate acquaintance with the Dutch language and in 
his studies of colonial economy and Muhammadan Law in Algiers. Of 
the 60 million Netherlands Indian inhabitants Moslems constitute more 
than five-sixths, mostly in densely populated Java. The primitive Indo- 
nesian civilization was thoroughly impregnated with Indian religions 
for more than a thousand years before later Indians brought Islam in a 
form already colored by their native social life. Not until the 17th 
century did Arab settlers and pilgrims to Mecca bring Indonesia into 


* Arrangements have been made for an abridged English translation to be pub- 
lished shortly under the auspices of the Secretariat of the Institute of Pacific Relations, 
under the title Dutch Colonial Policy Through French Eyes. 
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effective contact with Moslem orthodoxy. Of recent years modernist 


Islam has made headway. 


M. Bousquet distinguishes the superficial modernism, the conservative | 
Arab influence, the earlier Islam, mystical and tinged with heresy, and : 
the pre-Moslem basis of Hindu culture and Indonesian animism. He : 
then examines the newer tendencies, devoting special attention to two — 
great movements: Sarikat Islam, primarily political, and Muhammadiyya, © 
primarily religious. This clears the way for a discussion of Dutch | 
Moslem policy. Among internal problems he treats of the religious 
organization, the education-system, and the application of Muham. | 
madan Law; among the external problems are pilgrimage and Arab 4 
influence. In all these matters the chief instrument of policy is the | 
Bureau for Native Affairs, which makes a scientific study of social life 
among the people, and especially of the reactions of Islam in the native © 
world. Thus, within little more than 50 pages, M. Bousquet achieves a 
masterly survey of Islam in the Dutch East. It is a work which British — 
students of colonial affairs should read with profit, though, as sug. | 


gested below, with caution. 


Dutch Moslem policy derives from the great scholar Snouck Hur- — 


gronje. Its main elements are religious tolerance, benevolent neutrality 


toward ethical reforms, and the repression of political religious move. — 
ments. It was Snouck Hurgronje who fashioned the Bureau of Native _ 
Affairs. But M. Bousquet regards the Bureau as pedantic and unpractical, - 
and holds that the Government has neglected Snouck Hurgronje’s warn- _ 
ings of the Muhammadan danger. As Muhammadans, the people are 
well content with Dutch Moslem policy, and with good cause, for the — 
Government fosters Islam as a counter to Nationalism. But even — 
Muhammadiyya has political reactions, and M. Bousquet considers the 


Dutch policy blind, or incomprehensible. 


Thus he found it impossible to disentangle Dutch Moslem policy | 


from their colonial policy in general, and was compelled—as he says, 


malgré lui—to extend his survey over the wider field. Unfortunately his 


acquaintance with the French colonial system does not extend to Indo- 
china, and he therefore compares the Dutch East with Mediterranean 
Africa. To the visitor from British India, Saigon, with its opera house, 
its orchestra, its statues, boulevards and cafés, is a Paris outre-mer; but, 
as a French colonial remarked, “ce n’est pas encore Paris.” Batavia, like- 
wise, is not yet The Hague; it is not even Algiers. Moreover, as a scholar, 
M. Bousquet does not perhaps recognize, so clearly as would a tropical 
administrator in daily contact with a different people, the extent to 
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shich logic must do courtesy to common life. Thus, in the wider field 
{his survey, his work in Algiers was perhaps a hindrance rather than 
a help. 

A brief sketch of the Nationalist movement leads to discussions of the 
gaterial results of Dutch colonization, of recent political reforms and of 


{ 


© two ffultural reactions; these are summed up in a general consideration of 
diyya, ‘Bae Dutch colonial spirit. M. Bousquet finds a contradiction between 
Dutch ‘Butch policy and practice. In theory the Dutch repress Nationalism, but 
igious . a fact they strengthen its forces; in theory they direct their system of 
tham. gducation toward fortifying the people against foreign influences, but 
Arab ja fact the system is wholly alien. For the material achievements of the 
; the |g Dutch he has nothing but praise; for their cultural achievements, little 
1 life Bout reproach. 
ative In political organization, basing himself—not quite justly—on Dr. 
ves a n Colijn, he recommends the maxim Divide, ut imperas. He thinks that 
‘itish | qthe Dutch should break up Indonesia into small autonomous provinces; 
sug. | q but it is doubtful whether he appreciates the practical difficulties of this 
in view of past history and present economics. In administration he 
Jur. qreprobates the Dutch policy of prevention and the use of “gentle pres- 
ality sure.” The motto of Dutch rule is emphatically prevention; but it is in 
ove. gthe sense of the Prayerbook rather than of modern usage. With this is 
tive q associated “gentle pressure” in a degree almost incredible to those who 
ical, have not seen it; yet in an artificial community, gentle pressure has its 
irn- _ value as a substitute for social conscience. In general policy he advocates 
are § more idealism and less materialism, more fervor and less phlegm. He 
the examines Dutch colonial policy with reference to nationalist aims and to 
ven | @ the principles of political assimilation and of cultural association; but 
the J he does less justice to the idea of a quasi-federal association of com- 
'] munities, which permeates Dutch colonial practice and is strongly advo- 
icy cated by colonial statesmen. This idea carries with it the principle of 
Vs, : conserving native culture, which M. Bousquet can explain only on mate- 
his |] tial grounds as representing the Dutch idea of “milk from contented 
lo- a cows.” That, after all, is common sense. But Dutch common sense gave 
an 9 him a chill, even in the tropics, and he prefers the French manner 
$e, ; toward subject peoples, a manner which is warm, cordial, “et qui parfors 
it, || (author's italics) part vraiment du cceur.” For France, he says, coloniza- 
e- |] tion is above all a conquest spiritual and moral; he sees no trace of this 


idea among the Dutch. But, after all, God, when creating man in his 


own image, did not reject olive, brown and ebony. He found it good; 
but M. Bousquet seems to think it a mistake. God should have been 
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content with Frenchmen; to which we others may remark “c’est |) |g | 
utopie latine.” 


T. J. 
Cambridge, England, August 1939 | 


Japans Seemacut. By Gustav Jensen. Berlin: Verlag Karl Siegis. 
mund. 1938. pp. 379. RM 12.00. q 


; politico-historical study of Japan’s naval power has a 4 
preface dated June, 1937. Accordingly, references to the Sino-Japanese | 
hostilities are lacking, and the serious character of Sino-Japanese tension q 
in the period preceding the hostilities is greatly understated. The author 4 
interprets Japan’s stand for naval parity as part of Japan’s struggle © 
against “Anglo-Saxon (Anglo-Jewish) World Power.” Surprisingly | 
enough, Japan’s complete dependence on goods supplied and on markets | 
controlled by the Anglo-Saxon nations is scarcely mentioned. The utter 
futility of Japan’s striving for naval parity in an armaments race against _ 
such competitors as the United States and the British Empire is not | 
even hinted at. 4 

Reading of the book is difficult, because of constant mistakes in gram- 
mar, not to mention the bulging modern German style of the writing. : 
By using dramatic categories: Dangerous Japan 1919-1922, Japan Fet- ; 
tered by Treaties 1922-1932, Japan Struggling for Freedom 1932-1936, 
Free Japan 1937, the author tries to hide his lack of penetrating analysis _ 
and real knowledge concerning the precarious strategic position of Japan _ 
in naval strategy. 

While he hints at disagreement between the basic policies of the — 
Japanese Army and Navy, he has not deemed it worth his while to — 
analyze the facts underlying their different policies. The level of scholar- 
ship may be illustrated by Jensen’s treatment of the Anglo-Japanese 
understanding of 1911. On p. 160, he contends that Great Britain prob- 
ably assured Japan of ultimate possession of German Kiaochow in agree- 
ments which have remained unknown to the present day, and refers to 
a 1923 study by Franke who, he says, proves this assumption as nearly 
certain. On p. 161, probability and near-certainty have been replaced by 
full certainty, no other proof being given but the same source! 

On p. 221, Japan’s Prime Minister Hara is accused of having cowardly 
evaded the decision on existence or non-existence of the Japanese nation. 
On p. 227, Hara is described as the ablest and most energetic statesman 
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st li la Wl of Japan. While Japan’s Siberian expedition is dealt with in extenso, the 
@ inal evacuation of Siberia by Japanese troops is not even mentioned. 
VALL i The book seems to deserve attention only as one more exhibit proving 
st 1939 Mthe utter destruction of sincere scholarship and research in the Third 
Reich. 
Kurt 
Sie gis. New York, August 1939 
— Cuina Faces THE Storm. By Ronald Rees. London: Edinburgh 
yanese : House Press. 1938. pp. 158. Paper, 2 sh. 
‘nsion Cutna a Winvow. By William G. Sewell. 
uthor | New York: Friendship Press. 1937. pp. 183. $1.00. 
uggle | W 7 
singly | ITH its sub-title, “The Christian Church in China Today,” 
rkets J the dual character of the first-named study is sufficiently indicated. 
utter Those who cannot in their own minds identify the good of the Chinese 
ainst | J people with that of the Church had better read something else. The 
} Not : book sees current affairs in China through a cruciform aperture that 
‘J leaves as much out of the landscape as it reveals. By contrast, Mr. 
ram- — Sewell’s window, though it opens upon a sheltered campus, permits of 
ting. : a much freer view. He enables us to watch at least a small segment of 
Fet- |] Chinese life without interposing too much of the pattern of a foreign 
936, social philosophy. 
lysis J Mr. Rees’ book was written just before the outbreak of the undeclared 
pan 4 war and is related to more recent events by an introduction and an 
| epilogue from another pen. His purpose, as that of so much of mis- 
the J sionary literature, is to give an optimistic forecast of the salvation to be 
> to expected from the emergence of Christian leadership in China. This 
lar- wishful thought, as a matter of fact, receives more substance than it has 
rese had in the past, from the utterances and actions of the Generalissimo 
rob- and of Mme. Chiang Kai-shek in recent years. 
ree- The platitudinous writing that comes from China on moral issues 
} to occasionally gives glimpses of a genuine concern with problems which 
rly an earlier generation would not even have understood—much less have 
by tried to grapple with. But Mr. Rees takes altogether too much for 


an 


granted when he assumes that the opening of new opportunities for 
men and women trained in Christian institutions will greatly affect the 
more essential problems before the Chinese people. In fact, the problems 
which he discusses are generally those of the possessing classes and of 


« 445> 


dly 

on. 


Pacific Affair Book 


individuals who seek salvation for themselves. Even though that search The 
has led many of them into a deeper preoccupation with the lot of thef nalf 
less fortunate, a true moral regeneration is hardly imaginable w ithin§ The p 
the frame of the Chinese social order as it was when this book wash , mar 
written. trict, 
Mr. Sewell’s essay is the more pleasing and convincing because itt matior 
deals much more simply with matters he knows from intimate experi-_ e 
mem 


ence. It so happens that the students in the small college where he” 
teaches are recruited from a wider range of social status than is usual: | 
and the relatively modest claims he makes for the values of foreign 
participation in Chinese higher education are justified by the evidence” 
which he supplies. The Christian readers to whom these books address © 
themselves probably would rather contribute to some small institution | 


on thi 
well a 
An a 
effort: 
to de! 


that employs teachers like Mr. Sewell than to the gelatinous mission [i In 
boards which speak of 200 million Chinese (those under twenty-five) © q vhicl 
as “receptive material” and discuss strategies for insinuating church ff hund 
work into thousands of Chinese homes. mun 
Bruno Lasker || could 

San Francisco, April 1939 _ right 

An ExpertMeNT IN THE RecIstRATION OF VITAL STATIsTIcs In 
Cuina. By Professor C. M. Chiao, Warren S. Thompson, D. T. i analy 

Chen. Scripps Foundation for Research in Population Problems, 410 \\ 
Oxford, Ohio: 1938. pp. 115. $1.00. | whe 

Y attempt at population registration was undertaken jointly i loss 

by the University of Nanking and the Scripps Foundation, at the sugges- 9 sugé 
tion of Professor Buck, and forms a useful complement to the valuable — ei 
material on Chinese population accumulated by the University of 4 sanc 
Nanking in connection with its work on Chinese agricultural economics.' |] Mill 
The report is the result of intensive field work in gathering data on J ton 
the actual population and the movement of population over four years. B 
The work was confined to a comparatively small area which was thought : —- 
sufficiently representative and as large as could be covered by a trained | 2 
supervisor assisted by local helpers so familiar with their neighborhood ae 
that they could not fail to know when births, deaths and marriages J A 
occurred. disc 
erec 
~ 2 john Lossing Buck: Land Utilisation in China, Shanghai, 1937. The chapter cens 
on Population was prepared by Chi-Ming Chiao and Frank W. Notestein. in | 
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‘at searchiq The area chosen—the district of Hsiao Chi, Kiangsu province, about 

Ot of the jp ulf way between Nanking and Shanghai—covers 13.9 square miles. 

€ Within The population of nearly 22,000 is distributed in 221 villages, including 

ook was 4 market towns. The supervisor, Mr. Chen, himself a native of this dis- 
Bo:ict, had to visit each village at least once a month, checking the infor- 

cause il mation either on the spot or by questioning the people of a neighboring 


village and “making friends with all sorts of people—midwives, church- 


experi- 3 
members, Taoists, quack doctors, sorceresses and others.” Lack of interest 


here 

s usual: | on the part of the population, fear of taxation and military service, as 
foreigg Well as superstition, made the task of the reporters particularly arduous. 
vidence An analysis of the statistics presented suggests that in spite of their 
address | forts, some of the fluctuations indicated by the figures are probably due 
titution 0 deficiencies in the registration. 

mission In view of the diversity of local conditions and the violent changes 
ty-five) |g which probably occur from one year to another in a population of several 
church hundred millions living for the most part near or even below the min- 


imum margin of subsistence, the results of such a localized enquiry 
‘Joould obviously not be more than a drop in the ocean, but as the report 


SKER 
il 1939 nightly states “such endeavors contribute to the knowledge of how to go 

“J about the registration of vital statistics in China.” Only those conversant 

d with the uncritical character of so many studies on Chinese population 
Ics 1 J can realize the outstanding pedagogical importance of such a meticulous 
D. T. ; analysis. Some of the Chinese statistics and studies on population are, 
blems, @ to Western minds, simply bewildering. China enjoyed a high civilization 


when Europe had hardly witnessed its dawn, and there have been counts 
of population in China for over 4,000 years. We are, nevertheless, at a 
loss to know whether the population is nearer the 350 million mark, as 


ointly 

ages. : suggested by Professor Wilcox, or the 450 million mark.” 

uable |} The way in which some of the studies are made, passing over thou- 
y of @ sands of years and scores of millions, is tantamount to examining the 
nics! | Milky Way with an opera glass. The authors of the present report prefer 
a on ‘J to make a scientific scrutiny of a tiny particle under a microscope. 

cars. | Briefly, the main topics analyzed are: size of family and economic 

ined 2A Chinese author says, in a recent work, “Nous pouvous dire d’une maniére 


presque sre que le nombre des habitants de 1928 oscillerait entre 310 et 580 
millions”! 

Another example: a few years ago, we learned that new documents had been 
discovered allowing at last of a better interpretation of the census material discov- 
ered some years earlier. They did not concern any of those quasi-mythological 
censuses dating back 4,000 years, as one might have expected, but a census taken 


in 1909-1911! 


100d 
ages 


apter 


« 447> 


Pacific Affairs 
status, structure of population as regards sex, age, civil status, education, 
occupations; nuptiality in relation to age; birth and death rates, differential _ 
fertility and mortality and, finally, migrations. . 

The following figures suggest a distinct, although rather erratic, in. | 
crease of population: 


Excess 
Birth Rate DeathRate or Deficit 


48.3 42.8 
44.1 36.1 8.0 
40.0 52.0 —12.0 
48.0 23.8 24.2 
Average 
1931/1935 45-1 38.7 6.4 


These rates are considerably higher than those found in many Chinese _ 
studies. They are also somewhat higher than those arrived at in Professor _ 
Buck’s enquiry. As registration in the present case was probably more _ 
complete than in the others, this difference is not surprising; however, | 
the rates are likely to be still below reality. 

The conclusions of the authors, which are set out by Warren S. | 
Thompson in the long appendix, “The Outlook for the Improvement of © 
Standards of Living in China,” are rather gloomy and decidedly Mal- — 
thusian. It is obvious that medical progress may stave off mortality, but 
the problems at stake are of tremendous importance, since any reduction — 
in mortality may result in the necessity of securing a means of livelihood © 
for many more millions. 

GrzEGcoRZ FRuMKIN- 
Geneva | 


Cura aT Bay. By Wilfred L. Chester. Shanghai: Kelly & Walsh, 
Ltd. 1938. pp. 214. Paper. 


I NTENDED for the lay reader, this “series of discursive studies” 
does not profess to be a record of events. It contains loosely strung 
descriptions, some of them fairly circumstantial, of selected situations, 
and discussions of the social and political by-products of Japanese ag- 
gression in China. It abounds in charges against the invaders that have 
already been made by many other writers, and by some of them with 
more authentic evidence. 


B. L. 
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La Curing Capirauiste. By Maurice Cachin. Paris: Gallimard. 


PP- 303- 30 fr. 


‘im Is a study in the series “Problémes et Documents” pub- 
ished by the Nouvelle Revue Frangaise. Cachin tries to cover the recent 
history of China and Japan, the reasons for the Sino-Japanese hostilities, 
and their history till shortly after the fall of Nanking. It concludes with 
the prophecy that “the present Sino-Japanese war . . . was bound to re- 
inforce national sentiment in China and to strengthen her economic 
unity, even if Japan were to succeed in annihilating the ‘phantom gov- 
ernment’ of Nanking, the aspirations of which are engraved in the minds, 
if not in the hearts of the Chinese people.” 

The central thesis of the book is that the rising capitalistic bourgeoisie 
of present-day China was backing the rise of Chinese nationalism, fol- 
lowing the inevitable logic of history interpreted along what have come 
to be considered Marxian lines. The present Sino-Japanese conflict is, 
then, interpreted as a conflict between the clashing economic interests of 
the Chinese and Japanese bourgeoisies. This viewpoint pervades the 
whole book and offers the backdrop of a dramatic description of the 
events leading up to the outbreak of the Sino-Japanese war. 

Unfortunately, there is not sufficient material to justify the broad 
thesis of the author. E.g., it is definitely incorrect to describe T. V. 
Soong and H. H. Kung as “representing the ‘clan’ of the Chinese 
bankers and industrialists of Kiangsu and Chekiang.” The former is a 
rather independent personality who actually, in 1935, ousted the real 
Chekiang representative, Li Ming, from the Bank of China, in a rather 
ruthless way. The latter is a rather greedy campfollower of the Kuomin- 
tang, who represents nothing but himself and his family. Nor should 
the Kuomintang be described as a party organization controlled by 
Chinese bourgeoisie, for it really has been very much an organization 
prevailingly of military and civilian officials, as clearly shown by its 
membership statistics, with the bourgeois influence rather slight. 

The weakness of bourgeois capitalism, and the strength of the en- 
trenched party and military bureaucracy are thus consistently under- 
stated. E.g., the achievement of Government control over the Bank of 
China, the Bank of Communications, and three of the most important 
private banks in 1935-36, is passed over in silence. 

As in other instances, the sweeping Marxian generalization which 
precedes factual analysis, instead of following from its results, leads to 
little positive results, though to vast misinterpretations. Thus, e.g., the 
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importance and the meaning of the New Life Movement are great) q 

overrated, the missionary Western influence on its tenets overlooked just. 
as much as the very strong associations with classical Chinese traditions, 

On the other hand, Mr. Cachin gives a well-rounded history of recent 

events in China and Japan, with a rather rich documentation irom 

speeches, notes, etc. 
Kurt Brocu 

New York, August 1939) 


Inp1a’s Nationat INcoME 1925-1929. By V. K. R. V. Rao. London:} 
George Allen and Unwin, Ltd. 1939. pp. 173. 6 s. 


—_— Rao has become known as one of the most active _ 
younger men in the teaching and practice of Indian economics. He was _ 
awarded a Ph.D. by the University of Cambridge for some able tre. 
searches on Indian national income which, together with a considerable _ 
amount of other information, are printed in this book. A sequel contain- 
ing more recent information is expected shortly. Professor Rao’s final _ 
conclusion is that, measuring Indian national income by the techniqu 
used in other countries, British India has an average national income of — 
78 rupees per head per year. Much of this, of course, consists of crops — 
produced and consumed by peasant families without being the subject 
of money transactions. Professor Rao has included all such output in — 
his figure of national income. 

Some may seek to excuse this terribly low figure by pointing out that — 
wholesale food prices are very low in comparison with retail prices in — 
white communities, and that this very low income does not necessarily 
mean a low standard of living. Professor Rao counters this by examining 
the average food consumption of the Indian family, which he finds to be 
abundant in cereals only. The diet is terribly deficient in proteins and 
fats; milk and meat are in exiguous supply and highly priced. A redeem- — 
ing feature is the considerable acreage devoted to the production of 
fruits and vegetables, without which the diet would be still more _ 
deficient. 

Re-expressed in terms of European or American prices, the Indian 
standard of living appears to correspond approximately to an income of 
$200 per year per bread-winner.* That is to say the average Indian 
bread-winner has about as much to eat and wear as he could purchase, _ 


* Reviewer's estimate. Professor Rao is not responsible for this figure. 
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at retail prices, for a cash income of $200 a year in the U.S.A. In ex- 
tenuation of this situation, about all that can be said is that India now 
enjoys a definitely higher standard of living than China. 

Professor Rao makes a most valuable survey of the trend of real in- 
come per head in India since 1868. It is not generally known that the 
frst estimate of Indian national income, which has proved to have been 
made on fairly sound lines, was made at that date by Dr. Dadabhai 
Naoroji, “The Grand Old Man of India.” It is indeed, very fittingly, out 
of the Dadabhai Naoroji Memorial Prize Fund Professor Rao’s book is 
published. Since that date the subject has been studied intermittently and 
on different bases of calculation. Reducing the earlier figures to a similar 
basis of calculation and correcting for changes in the price level, Professor 
Rao shows that real national income per head rose from 44 rupees in 
1868 to 55 rupees in 1895, and 78 rupees in 1921, since which date it 
has been virtually stationary. 

Low, therefore, as is the present standard of living in India, it appears 
to be an improvement on that of 70 years ago, and the apologist for 
British rule in India will find considerable justification in the substantial 
increase of real income per head between 1868 and 1921. But how to 
account for the virtual stagnation since the latter date in spite of rapidly 
increasing industrialization? 

The disciple of Malthus may be tempted to point out that since 1921 
Indian population has been increasing at a rate of over 3 millions per 
annum, in a country where population density is already excessive; 
whereas between 1895 and 1921, as a result of a series of famines and 
the influence pandemic, the population increase was very small. 

The Indian national income for the period under investigation is esti- 
mated at 20,680,000 rupees, of which agriculture and live-stock produc- 
tion contribute 16,520,000. Although industry and commerce now employ 
nearly 30 per cent of India’s working population, they appear to make 
a contribution per head little greater than that of the rural community. 

To the general reader Professor Rao’s work (unlike most statistical 
works) can be strongly recommended, not only for the clarity with which 
the economic and statistical conclusions are set out, but for the inter- 
esting light which it throws upon many aspects of Indian rural life. To 
the statistician, Professor Rao’s technique will be fascinating. The varied 
paths by which he stalks the quarry of milk yield and the output of 
live-stock products; his adventures in- the course of a questionnaire to 
industrial managers; his troubles with Government accounts; the in- 
genuity and resourcefulness with which he has woven a statistical fabric 
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from the short threads supplied by a disconnected series of village | | foreig 
studies; all these make it a book quite indispensable to statisticians faced a and fe 
with similar problems. A bund: 
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Director, Bureau of Industry, Brisbane, July 193, = Th 
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D.. WILHELM Crepner, under the auspices of the Notgemein. ‘7 field 


schaft der Deutschen Wissenschaft, made five extended field trips to the 9 Engl 
various sections of Siam during the years from 1927 to 1929. A collection ; nical 
of geological specimens made at that time has been deposited with the J of th 
Geologischen Institut of the University of Kiel, and a collection of soi] 4 the t 
samples at the Institut fiir Bodenkunde und Agrikulturchemie of the 
University of Gottingen. The first chapters of this book are the result of — 
carefuly collected data on land formations, varieties of rock, soil, fauna, 
flora, weather variations, and anthropological types. 
The geological profiles of various sections of the country are presented 
in charts and maps. The content and distribution of the various forma- — 
tions are suggested in the discussions of tin, wolfram, gold, copper, iron, — 
zinc, precious stones, salt, coal, and petroleum. Mountains, plains, and 
rivers are accurately located and adequately described. There are full J well 
discussions of climate, rainfall, and soil. Chemical analyses of the various 9 “pat 
kinds of soil are included, with some mention of their potential avail J Inte 
ability for different kinds of agriculture. Study of the soils is followed ] tion 
by a charting by districts of the distribution of the flora indigenous to 4 inte 
Siam. A brief survey of the fauna is also included. d T 
The anthropological section of the book describes first the wilder 9 of « 
mountain tribes, and then the Siamese, Malay, and Chinese who live 4 Sas! 
in the villages and towns. A hundred and thirty pages are devoted to the 
detailed consideration of agriculture, trade, and industry. These discus) ] Rai 
sions begin with one on the raising of rice, the most important business Ecc 
of the nation, and go on to the lesser crops such as spices, palms, tobacco, 4 fou 
and tea. Further sections deal with the raising of rubber, animal hus- 9 tut 
bandry, sticklac, the fisheries, forest products, and the mining of tin and 4 cor 
of precious stones. ] 
The social section of the book, dealing with the system of government, §  glc 
is chiefly valuable as constituting the last survey of the country by a 9 in 
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foreigner prior to the Revolution of 1932. The bibliography is excellent 
and forms a survey of material available for the study of Siam. Three 
hundred and thirty-two items are noted and classified according to 
subject. 

The author is a competent geographer, and the chief contribution of 
the book is to be found, therefore, in those chapters dealing with geog- 
raphy and allied subjects. Dr. Robert Pendleton, Expert Soil Tech- 
nologist of the United States Department of Agriculture and Fisheries, 
used it as a guide book on his initial surveys of the country in 1936-37, 
and found it extremely valuable. It is the best work available in this 
field and as such it is to be hoped that it will soon be available in an 
English edition. The author is particularly felicitous in clarifying tech- 
nical descriptions with charts and diagrams. Altogether there are 142 
of these maps, tables, charts, diagrams, and pictures, which vastly enhance 
the text, and help the reader visualize the material presented. 


KENNETH Perry Lanpon 


Tue Wueat Economy. By G. E. Britnell. Toronto: University of 
Toronto Press and Canadian Institute of International Affairs. 
1939. Editor’s preface by H. A. Innis. pp. xvi +259. Can. $2.50. 


Tm 1s a welcome book—orderly, informative, compact, and 
well and heavily documented, partly from unpublished materials. It is 
“part of an extended project carried out by the Canadian Institute of 
International Affairs in cooperation with the Institute of Pacific Rela- 
tions on standards of living in Canada, and constitutes a report on the 
international research programme of the I.P.R.” (Editor’s preface, p. vii.) 

The title, while by no means inappropriate, fails to indicate the focus 
of emphasis upon standards of living of the agricultural population of 
Saskatchewan. This emphasis appears more clearly in the structure of 
the book. The first four chapters (The Geographical Background, 
Railways and Population, The Distributing Structure, and The Wheat 
Economy) are background and cover only a third of the text; the last 
four chapters (Income and Expenditure, Provincial and Municipal Insti- 
tutions, Standards of Living, and Rehabilitation) are backbone and 
comprise two-thirds of the discussion. 

In these last four chapters, Professor Britnell unheatedly etches a 
gloomy but convincing picture of a community with widely variable 
income, already heavily indebted in 1929, subjected in the following 
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Pacific Affairs © 
years to the crushing impact of unprecedently low prices and calamitous 
yields of wheat, its dominant source of income and only possible impor- | 
tant source. Reductions of costs failed by far to offset reductions of gross § 
incomes, so that standards of living, including educational and medical _ 
services, could not fail to fall drastically while indebtedness increased, | 
“By the autumn of 1937 the completeness of the crop failure in that year : 
had placed two-thirds of the rural population on the relief rolls and 290 
of the 302 rural municipalities of the province had sought assistance 


from the government” (p. 97). The author makes clear the formidable 


difficulties, in an area predominantly rural, thus encountered by provin- © 


cial and local governments. He is careful to indicate, however, that 
adversities were different in severity as between geographical regions 
and as between farm families in a given locality. 

The author offers, as he says, “no simple solution.” He reviews, on 
the whole unfavorably, subsidized resettlement in the more humid, 
wooded north. He points out that possible alternative uses of prairie 
wheat land must be considered, but seems to expect relatively little of 
intensification of agriculture, improved methods of fallow farming, irri- 
gation, or consolidation of holdings and reduction of population; and he 
perceives difficulties in creating either physical or financial reserves in 
fat years. His major suggestion appears to be that “only assumption by 
the Dominion government of the financial burden of a large part of the 
costs of education, hospitalization, mothers’ allowances, etc. (in addition 
to old age pensions and relief expenditures), coupled with provision for 
a flexible system of emergency grants to meet immediate and pressing 
needs as they arise from year-to-year fluctuations in net income, can give 
[a] measure of security to the vulnerable and exposed sections of the 
Canadian economy” (pp. 240-41). He thinks—rightly, in the reviewer's 
opinion—that the farmers of Saskatchewan must for some years con- 
tinue to depend mainly upon wheat; must anticipate continued variabil- 
ity of income; and, even with “normal” crops and incomes, will probably 
not attain their pre-depression level of living standards. 

The book would perhaps have gained by more extended discussion of 
guaranteed wheat prices to producers and of “conscious adjustment of 
Canadian wheat acreage to the probable demands of an export market” 
(p. 219). Some of the statistical data could advantageously have been 
presented in graphic rather than tabular form. 

M. K. Bennett 
Food Research Institute, 
Stanford University, August 1939 
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Mitous Men Must Act. By Lewis Mumford. New York: Harcourt, 
impor. Brace & Co. 1939. pp. 176. $1.50. 
f 
redical § —_— in his political as well as his aesthetic judgments, 
reased, @ Mr. Mumford demands a vigorous American policy of defense against 
it year @} fascism—so vigorous, indeed, that its full acceptance might give sub- 
id 290 @ stance to the German charge of encirclement and to the Japanese claim 
stance that, in their foreign actions, the so-called democracies behave in any- 
idable ] thing but a democratic fashion. The strength of the little book lies in 
rovin- @ its deflation of the isolationist theory. No foreign policy is adequate 
that that “denies ourselves any opportunity to influence the rest of the world, 
gions but . . . does not prevent the rest of the world from influencing us.” 
d In the few months since this book appeared, American opinion in 
S,on J favor of a more forceful combat of fascism has steadily grown. The 
imid, “ man in the street has come to recognize that nothing is to be gained 


from drifting, and that America must now break the rule of banditry 


rairie 
le of 7 in other parts of the world if the western hemisphere is to be safe from 
irti- in the future. 
d he Mr. Mumford’s book and similar writings enjoy popularity because : 
Sin @ they do not stress the sacrifices of immediate national interests that must 
; by be made to ensure a larger interest. More especially, while there has 
the been much exaggeration in the isolationist camp of the danger that a 
tion defensive economic strategy would involve the United States in war, 
for the advocates of that strategy do not sufficiently reveal the “danger” 
Ing that cooperation with other democracies now will almost certainly in- 
site volve this country in a permanent alliance with other nations. A police 
the system, in the modern sense, cannot be built overnight and for a par- 
er's ticular occasion. It has to be based on a permanent administrative struc- 
se ture, so that just grievances will be eliminated and conflicts be resolved 
bil- before they take on dangerous proportions. 
bly Mr. Mumford’s case would be less popular, perhaps, but certainly 
stronger if he were to cut through the false sentiment of the average 
of man’s devotion to slogans concerning “foreign entanglements” and the 
ve like, if he were to advocate a return, instead, to the real philosophy 
t of George Washington and his contemporaries as regards the part which 
” the United States should play in the world. Democracy, as Mr. Mumford 
demands, must become creative. “Men must act,” to be sure; but if they 
are citizens and not bandits they must first think. 
Bruno LAskER 
39 San Francisco, May 1939 
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History oF Prairte Lanp SettLeMENT. By A. S. Morton, an 
“Dominion Lanps” Poticy, by Chester Martin. (Canadian Fron. 
tiers of Settlement, vol. it.) Toronto. 1938. pp. xviii +571. | 


SETTLEMENT of Western Canada presents materials to the 
historian that might well be the result of a scientific experiment. It was _ 
a great movement of population that took place within a relatively short — 
period of time, and within a clearly marked and adequately controlled _ 
geographical area. The territory involved was more than two hundred 
million acres of surveyed land, the population grew from a few thou. © 
sand to more than two millions, and the production of wheat increased 
from nothing to a peak in one exceptional year of 566 million bushels. 
This immense development was accomplished within the 60 years from 
1870 to 1930. It was under the general control of a single governing 
authority, the Canadian federal government, and the bodies which 
cooperated and helped in the formation of policy, such as railway com- 
panies, land companies and provincial governments, were relatively few 
in number. Records, for the most part official, are ample and well kept, 
and the historian has a wealth of material at his disposal. The oppor- 
tunity to examine and analyze this material has been put to excellent 
use in the series of volumes under the general title “Canadian Frontiers 
of Settlement” of which these two studies, published as one volume, 
form an important part. 

Professor Morton, the author of the first of the two studies, has lived 
for many years in Western Canada, and has observed much of the 
settlement he describes. His book is a straightforward chronological 
account of the growth of population in Western Canada, giving due 
emphasis to important economic and technical factors which controlled 
that development. A market for agricultural products, transportation 
facilities capable of carrying bulky goods, and methods of cultivation 
suited to the short growing period and dry climate of the west were neces- 
sary requirements before settlement could proceed beyond the meagre ex- 
ploratory beginnings of the fur trading days. Professor Morton traces the 
spread of settlement along the line of the railways in the first movements 
of population. When crop failures threatened to discourage the second 
wave of settlers, types of wheat and methods of agriculture were devised 
that overcame the handicaps of climate. Once these initial difficulties 
had been overcome, a great wheat producing area was rapidly developed, 
complete with social and political institutions as well as the intricate 
economic machinery necessary for placing the staple crops on the markets 
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Book Reviews 
of the world. Drought and depression within the past decade have 
brought to an end this great cycle of expansion. The people of Western 
Canada have now to deal with problems of consolidation arising from a 
change in world conditions, a change which no one foresaw during the 
process of settlement that Professor Morton has described. 

Throughout the period covered by these two studies the lands of West- 
ern Canada were administered by the federal government, though land 
was regularly a matter of provincial control in Canada. Professor Martin, 
who has written the second of these books, began his study of prairie 
lands when he assisted the provincial government of Manitoba in pre- 
paring its case for the return of its land and natural resources to 
provincial management, a transfer which was made in 1930. Again the 
study benefits from the fact that it covers a completed movement, for 
by 1930 the supply of cultivable land remaining under public control 
appeared virtually to be at an end. 

The policies under which the federal government administered the 
prairie lands were designed, in the words of the act of parliament which 
retained them for federal control, “for the purposes of the Dominion.” 
These purposes were varied, and in some cases appeared contradictory. 
The Dominion had committed itself to the construction of a trans- 
continental railway, and one purpose to be served was the provision of a 
railway subsidy. The other important object of policy was the encourage- 
ment of settlement through the distribution of free homesteads. Both 
policies were taken over ready-made from the United States, though, as 
Professor Martin shows, the conditions that led to their adoption dif- 
fered greatly in the two countries. Other objectives, such as a payment 
in land to the Hudson Bay Company for the surrender of its charter, and 
the endowment of schools, were also included with the Dominion’s 
“purposes.” 

The immense grant that was made to the Canadian Pacific Railway 
Company appears to have been justified by the fact that the company 
was thus enabled to finance construction and complete the road in time 
to offset a national emergency. Added to this in defense of the grant 
to the railway was the company’s policy in disposing of its lands as 
rapidly as possible in a manner that fostered settlement. Less defensible 
were the further railway grants, made to the so-called “colonization” 
railways. Many of these railway companies, which secured control of a 
vast area of the public domain, were formed for the purpose of specula- 
tion in land grants and construction contracts rather than for practical 


railroading. 
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The homestead policy is more difficult to evaluate. While it was in _ 


effect, all parties, including the railways and land companies which were 
trying to sell land, agreed to the wisdom of adopting it. Yet it seems to 
have achieved few of its objectives. Much homestead land fell into the 
hands of speculators, and the real settlers of humble means, for whom 
the homesteads were designed, seem to have had great difficulty holding 
on to them. Professor Martin’s conclusion is that, since 41 per cent of 
those who entered on homestead lands never secured a patent, “the total 
wastage not only of cultivable acreage but of human material must have 
been truly appalling.” 

Of all the various methods by which land in the prairie regions was 
alienated, that which Professor Martin finds most profitable and efficient 
was the category of school lands. In this case the federal government was 
administering an estate consisting of reserved sections of land, the 
proceeds from the sale of which were earmarked for the endowment of 
provincial schools. These lands were regularly sold at a good price, they 
caused little discontent amongst the actual settlers who usually objected 
to the presence of reserved lands, and they produced a handsome revenue. 

The authors of these two studies have examined their subjects with 
painstaking thoroughness, and no detail of settlement and land distribu- 
tion has escaped their attention. At the same time they have kept in view 
the broader movements in world affairs that influence the growth of 
population, and they have appraised with genuine insight the mass of 
factual material that they have gathered together. 

R. G. Rippet 
Toronto 


Britis IMPERIALISM AND AusTRALIA, 1783-1833. By Brian Fitz- 
patrick; with an introduction by the Hon. H. V. Evatt. London: 
George Allen & Unwin, Ltd. 1939. pp. 396. 18 s. 


: 1s more than an account of early settlement in Australia, 
though it gives an illuminating description of the infancy of the colony. 
The title of the book, it will be noted, is British Imperialism and Aus- 
tralia. Nearly as much space is devoted to a study of the basic social, 
economic and political trends in England as to the movements of events 
in Australia. The reason for this dual emphasis is that imperialism 
begins at home, and it is impossible to understand the form which 
overseas settlement took, or the policies which were sought to be ap- 
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Book Reviews 
plied, without understanding the forces operating in the mother country 
which prompted and planned the expansion. Mr. Fitzpatrick shows how 
during this period all official policy relating to Australia was devised 
for the relief of English problems; what was done was intended not 
especially for the needs of the colonists, but primarily as an attempted 
solution to the grave domestic questions raised by the American, the 
French and the industrial revolutions. Colonial policy is here seen as an 
outward extension of domestic policy, and not, as in so many other his- 
tories, as something detached from its social context. 

Mr. Fitzpatrick extracts a simple and intelligible story from his care- 
ful examination of original sources. The American Revolution blocked 
the former outlet for convict transports in the American colonies; a new 
outlet, for the relief of gaols and hulks overcrowded by a barbarous 
penal code, had to be found. New South Wales was selected. Here, it 
was hoped, could be built a colony based on agriculture and small land- 
holders, the settlers comprising, not only transportees who had served 
their term, but also some of the excess agricultural population of Eng- 
land produced by the land enclosures. For nearly forty years of the fifty 
dealt with by this book, this was the official policy which successive 
governors sought to implement. In the end the policy was a total failure. 
Instead of being a country of small holders working agricultural land, 
Australia became the prize of British capitalists developing the sheep 
industry on a large scale. The reasons for this major change of colonial 
plan, which were in part native to Australia and in part due to develop- 
ments within the British economic system, are unfolded by Mr. Fitz- 
patrick in a fascinating manner. He shows how the pastoral colony 
emerged from the early agricultural one in response to basic social and 
economic factors. 

The book is well documented, has a number of interesting appendices 
elaborating particular points, and is written in a lively style throughout. 
It is refreshingly free from the over-emphasis on political events which 
has been the weakness of so much English historical writing. Although 
it covers a small part of the life of a single British colony, it is of general 
interest to anyone wishing to know more of the nature of economic im- 
perialism. It keeps suggesting to the reader general principles of eco- 
nomic expansion of which there are numerous examples in the world of 


today; in this sense it is a contemporary book. 


F. R. Scotr 
McGill University, Montreal, July 1939 
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Wortp Economy 1n Transition. By Eugene Staley. New York: 
Council on Foreign Relations. 1939. pp. xi + 340. $3.00. 


L. Is a common and tantalizing experience to find that the basic 
economic policies which can be defended nationally on their merits are 
politically so impractical that they must be relegated to a remote utopia. 
Professor Staley has undoubtedly undergone this experience and has 
attempted to escape from the irritating dilemma by explaining the 
situation which has given rise to it, discussing the general principles 
which ought to condition policy, and then considering the practical sug. 
gestions which can be made for improving policies today; The general 
plan of the book, as set out in the preface, comprises five parts: Technol- 
ogy versus Politics, The Best Use of World Resources, Laissez Faire and 
Planning, The Challenge of War, and Problems of Policy in a Mixed 
System. 

‘A prime source of our present difficulties lies in the incompatibility of 
technological developments which tend to create a “planetary” economy 
with political developments which resist this tendency. Economic welfare 
requires the best use of the world’s resources and therefore demands the 
victory of technology. In the long run technology may be destined to 
triumph, but we, who have to live our lives in the period of strife, can 
escape catastrophe only by discovering some modus vivendi capable of 
maintaining a precarious peace between the two conflicting tendencies. 
If “Laissez faire” and “Planning” appear as alternatives, it is because 
we do not realize that, in practice, the choice offered to us is between a 
mockery of laissez faire and a mockery of planning. It is, therefore, 
peculiarly important to determine the conditions under which a mixed 
system, with elements of planning imposed on freedom of initiative, 
can operate successfully. The menace of war makes it difficult to decide 
on what is the wisest policy for any one nation. Although it is a truism 
that defense is more important than opulence, the cost of defense is, 
under the conditions brought about by modern technology, fatal to 
welfare, and self-preservation demands that it should be reduced, and if 
possible eliminated, by cooperative defense. 

In making his practical suggestions Professor Staley permits himself 
the minimum of optimism necessary for a happy ending: “The fact that 
the nation-state must be accepted as the main unit of economic policy, 
even on problems that are world-wide, need not prevent constructive 
action.” (p. 227). He makes the further bold postulate that “measures 
of political cooperation will be put into effect by means of which nations 
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York: @ that want peace may be relieved of at least part of the overwhelming 
necessity they now feel for war preparedness.” (p. 228). 

On this basis Professor Staley anticipates an international economic 
© basic system with three “sectors”; a market sector, “consisting of economic 
its are transactions carried on by private enterprises,” an intergovernmental 
Itopia, sector, “including the transactions of the planned or controlled econ- 
d has omies of the world among themselves and transactions between public 
z the corporations set up in countries of mixed economy,” and a sector of 
ciples international public or quasi-public authorities. (p. 231). The develop- 
| sug- ment of these ideas forms the most novel and significant part of the book. 
neral To this sketch of a possible world a final chapter is added in which 
hnol- the special position of the United States is discussed. It could stand 
and autarky better than other countries, but “the notion that insulation from 
lixed the world would contribute to economic stability in the United States is 

false. The boom and crash of 1929 and the recession of 1937-38 were 
y of certainly two economic events that gave the rest of the world more 
omy cause to complain of unstable influences from the United States than 
fare vice versa.” (p. 321). But Professor Staley does not discuss the political 
the difficulties in the way of bringing the United States to follow what he 
| to considers a policy of far-sighted self-interest, if the short-run advantage 
can of powerful groups must be sacrificed. 
of Such great praise is accorded to the “Hull method of attacking trade 
es. barriers” which “makes possible careful attention to both the immediate 
Ise and the long-run consequences for every industry affected” and which, 
la “when honestly and intelligently applied as it certainly has been by the 
re, United States . . . permits at least an approach to a just balancing of 
ed probable permanent gains against probable transition costs,” (p. 251) 
e, that it becomes almost a suppresio veri not to inform foreign readers 
Je that part of the intelligent application of the policy consists in limiting 
n reductions to 50 per cent of the rather high American tariff rates. 
S, Professor Staley has produced a book which, within self-imposed 


limits that are frankly announced, if somewhat curiously framed, is 
practical and realistic. It deserves to be widely read, for it serves two 
valuable purposes: it brings home to everyone the immense difficulty of 
ensuring human welfare in the world today; and it makes clear the 
degree of success which can be expected if the necessary minimum of 


political achievement is practicable. 


H. F. Ancus 
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(Continued from page 356) 


International Affairs. 1939. Melbourne University Press. Aus. 10s, plus 2d postage. 
London: Oxford University Press. 


The Wheat Economy: The Saskatchewan Farmer and His Standard of Living. By 
G. E. Britnell. Preface by H. A. Innis. Issued under the auspices of the Canadian In- 
stitute of International Affairs. University of Toronto Press. pp. xvi + 259. Can. $2.50. 


The Japanese Canadians. By Charles H. Young, H. R. Y. Reid and W. A. Car- 
rothers. Edited by H. A. Innis, Head of the Department of Political Economics, 
University of Toronto. Published under the auspices of the National Committee for 
Mental Hygiene in Canada, and the Canadian Institute of International Affairs. 1938. 
University of Toronto Press. pp. xxx + 295. Can. $2.25, plus 15¢ postage. 


Emigrant Communities in South China. By Ta Chen. Edited by Bruno Lasker, A 
study of overseas migration and its influence on standards of living and social change 
in Kwangtung and Fukien. Issued under the auspices of the China Institute of Pacific 
Relations. pp. xvi. 290. Shanghai: Kelly & Walsh. English and American editions 
to be arranged later. 


La Politique Musulmane et Coloniale des Pays-Bas. By Professor G. H. Bousquet, 
University of Algiers. Paris: Centre d'Etudes de Politique Etrangére. pp. 167. 25 fr. 
The Secretariat has made arrangements for a revised English translation entitled 
Dutch Colonial Policy Through French Eyes, to be issued shortly. 


Politique Extérieure des Etats-Unis: Des Lois de Neutralité 2 Conférence de 
Lima. By Alfred Max. With a Preface by André Siegfried. Paris: Centre d'Etudes de 
Politique Etrangére. 1939. pp. 180. 15 fr. 


La Politique Francaise et l’Extréme-Orient, 1936-1938. By Roger Lévy. Paris: 
Centre d'Etudes de Politique Etrangére. 1939. English translation to be issued later 
by the Secretariat. 


L’Evolution Economique de I'Indochine Francaise. By Charles Robequain. Paris: 
Centre d'Etudes de Politique Etrangére. 1939. pp. 397. 


Foreign Concessions at Shanghai and Tientsin. Prepared by members of the Royal 
Institute of International Affairs. Issued under the auspices of the Secretariat, Institute 
of Pacific Relations. London: Oxford University Press. About pp. 150. American edi- 
tion to appear under the auspices of the American Council. 


Chinese and Japanese in Hawaii during the Sino-Japanese Conflict. By Edwin G. 
Burrows. Published by the Hawaii Group, American, I.P.R. Honolulu and New York. 
1939. Pp. 79. 50¢. 


Saikin no Beikoku Kyokuto Seisaku (American Far Eastern Policy Today). By 
Miriam S. Farley. Translated into Japanese and published by the Japanese Council, 
Institute of Pacific Relations. Tokyo. 1939. 


British Policy in the Far East. By G. E. Hubbard. Information Department Papers 
No. 24. London: Royal Institute of International Affairs. 1939. pp. 56. 15. 


China and Japan. Information Department Papers No. 21. Second Edition, revised 
and enlarged. London: Royal Institute of International Affairs. 1939. pp. 151. 25. 6d; 
New York: Oxford University Press. 75¢. 
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The Origin and Development of the Knot of Contradictions in the Pacific Area. By 
V. Motylev. (In Russian.) Moscow: State Social-Economic Publishing House. 1939. 


pp. 144. 1.65 roubles. 


FORTHCOMING STUDIES 


The South Sea Islands Under Japanese Mandate. By T. Yanaihara. English version 
of a report already published in Japanese under the auspices of the Japanese Council. 
About pp. 250. To be published under the auspices of the Secretariat, Institute of 
Pacific Relations. Shanghai: Kelly & Walsh; English and American publishers to be 


arranged later. 


Fijian Frontier. By Laura Thompson. An investigation of cultural conflict and ad- 
justment in the Lau Islands of Fiji. American Council, Institute of Pacific Relations. 


About pp. 200. 


Industrial Capital and Chinese Peasants: A Study of the Livelihood of Tobacco 
Cultivators. By Chen Han-seng assisted by Wong Yin-seng, Chang Hsi-chang and 
Huang Kuo-kao. To be published under the auspices of the China Institute of Pacific 
Relations and the Sun Yat-sen Institute for the Advancement of Culture and Educa- 


tion. Shanghai: Kelly & Walsh. About pp. 100. 


Labor Problems in the Pacific Mandates. By John A. Decker. To be published 
under the auspices of the Secretariat, Institute of Pacific Relations. Shanghai: Kelly 


& Walsh. About pp. 250. 


Maps of the Pacific: An Annotated Bibliography of Maps of the Pacific Area. By 
Clifford H. MacFadden, Department of Geography, University of Michigan. With an 
introduction by Robert B. Hall. To be published under the auspices of the Secretariat, 
Institute of Pacific Relations. Shanghai: Kelly & Walsh. About pp. 200. 


The International Position of Outer Mongolia: A Contribution to Russia’s and 
Japan’s Policies in the Far East. By Gerard M. Friters. Introduction 5y Owen Latti- 
more. To be published under the auspices of the Secretariat. Shanghai: Kelly & 


Walsh. About pp. 300. 


L’Utilization du Sol en Indochine Francaise. By Professor Pierra Gourou, Univer- 
city of Brussels. To be published by the Centre d’Etudes de Politique Etrangére, Paris. 
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